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JAPAN IN WORLD ECONOMICS 


BY EMIL LEDERER 


‘Luz recent Japanese economic policy is an attempt— in spite of 
the depression and against the current of world trade—to build up 
a huge and complete industrial structure in order to outweigh the 
increasing pressure of population and to provide the means for 
ambitious aims in foreign policy. Japan is following the example 
set by Great Britain and Germany during the nineteenth century; 
in doing so it runs counter to the economic interests as well as. the 
political positions of great powers, thus causing unrest in the west- 
ern hemisphere which is reflected there too in the alignment of 
states. The subject of the present analysis, however, is the change in 
Japan’s economic position during the recent years; its foreign 
policy—as far as it is separable from the economic policy—will re- 
main beyond the scope of the discussion. 


I 
Population and Agriculture 


There are wide differences of opinion as to the meaning of the in- 
crease in the population of Japan. The Japanese themselves, and 
especially their official publications, maintain that population is 
their most urgent and difficult problem and that it can be solved 
only with the greatest efforts of the whole people. Western experts 
tend to minimize the question; in their opinion it is of no special 
importance in view of the similar situation in many European coun- 
tries throughout the nineteenth century. 

Table © shows the trend in Japanese population since 1875, and 
the percentage of increase over twenty-year periods. During the 


From a report issued by Mitsubishi Economic Research Bureau, Japanese Trade 
and Industry, Present and Future (London 1936), hereinafter referred to as 
Mitsubishi Report. Slightly higher figures for population are given by the Department 
of Finance of Japan in its Financial and Economic Annual, hereinafter referred to 
as Annual. Statistics, except where otherwise stated, refer to Japan proper. 
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last hundred and fifty years of the Shogunate it had remained al- 
most stable, at about 26 or 27 million; after 1868, however, it in- 
creased very rapidly. 


TABLE I 
Year Population % of Increase 
(in millions) (20 yr. periods) 
1875 35-3 
1895 41.5 17 
1915 52.7 27 
1920 55-5 
1925 59.1 
1930 64.4 
1935 69.2 31 


From 1924 through 1933 the increase of the population was be- 
tween 800,000 and 1,000,000 a year, a total increase of 14.2 per 
cent within these ten years. This compares with an increase of 
about 10 per cent for Germany between 1871 and 1880, g per cent 
between 1880 and 1890, and about 14 per cent between 18g0 and 
1900; and with an increase of 15 per cent between 1900 and 1910. 
Within the nine years 1920-28 the German population increased 
only from 61.8 to 64.4 million, that is, 4.2 per cent. In Japan the 
annual increase in the years 1924-33 varies between 12.57 and 15.59 
per 1000 inhabitants;? it is a real oscillation, showing no tendency 
toward a decline. The birthrate is now falling somewhat, but the 
decline in the number of deaths, as well as the fact that the age 
composition makes for an increasing percentage of people in the 
reproductive age, will keep the annual increase of the population 
in the neighborhood of a million for some years.” 

The Japanese population problem cannot, however, be under- 
* Annual, p. 3. 

*Cf. Crocker, W. R., The Japanese Population Problem (London 1931) p. 90; 
Randolph, Jeanette, “Population Pressure in Japan” in Far Eastern Survey (June 
17, 1936) ; Carr-Saunders, A. M., World Population, Past Growth and Present Trends 
(Oxford 1936) pp. 263 ff. In 1935 the increase of the population was 1,128,000, or 


14.85 per 1000; this is more than in any year during the period 1924-33, with the 
exception of 1926, when it was 15.59 (New York Times, Nov. 29, 1936) . 
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stood on the basis of statistical figures alone. It is true that both the 
German and the British populations increased with a similar ra- 
pidity during some decades of the nineteenth century. But the con- 
ditions in these countries and the circumstances in the world at 
large were so different from the present Japanese position that 
such a comparison leads nowhere. It is necessary to be more specific. 

When Japan entered her modern phase in 1868 with a popula- 
tion of about 29 or go million the country had neither industry 
nor a modern system of transportation. Germany had about the 

same population in 1830 (29.5 million) . The German population 

doubled within about 75 years, the Japanese within 50 to 55 years. 
In a little more than 100 years after 1830 the German population 
was 65 million and, with the territory of 1914, would have been 
over 70 million; but the population of Japan proper, with its pres- 
ent annual increase of more than 1 million, will be over 80 million 
by about 1950, only 80 years after the opening of the country. In 
other words, the increase is greater in Japan and, what is more im- 
portant, continues at almost the same rate. The United Kingdom 
had 16.5 million in 1800, and it was more than 70 years before this 
population doubled (31.5 million in 1870). But from 1870 until 
1910 it increased only by 7 million, or about 22 per cent within 
40 years. 

Thus, in short, the population of European countries tended to 
increase quickly during the first period of industrialization, but it 
abated later; in Japan, where the “starting level” was relatively 
) high, the population increased quickly not during the first years 
after the opening up of the country, but in the second and third 
period of industrialization, and is not likely to decline for many 
years to come. 

It is common knowledge that the natural resources of Japan are 
' poor. On the basis of arable land! the density of population in 
Japan is 950 per 100 hectares (250 acres) , compared with 30g in 








Arable land is taken as the basis because the diet of the Japanese consists mainly 
in cereals, apart from radishes and fish. The figures usually given for the density of 
population per square mile are misleading. 
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Germany, 80 in the United States, 299 in Italy, 97 in Russia.’ The 
arable land has increased somewhat during the last decades but 
much less, of course, than the population. Since the imports of 
food, however, have not greatly increased, although consumption 
per capita has risen, it is clear that production per hectare has gone 
up considerably. Table 11 shows the amount of land in rice cul- 
tivation, the extent of the rice crop, and the size of population, for 
various periods from 1878 to 1934. A further extension of the rice 
area is hardly to be expected; on the contrary, the reclamation of 
rice land has gone too far, and this area is therefore likely to shrink. 
Furthermore, it seems likely—and this concurs with the opinion 
of many authorities—that the yield per hectare, which increased 
by go per cent from the eighties to the thirties, will hereafter re- 
main stationary. Thus, with a growing population, Japan must 
draw on her colonies or increase her imports. 


TABLE 11° 
Period Rice Land Rice Crop Population 
(in 1000 hectares, (in 1,000,000 koku, 
or 2500 acres) or 5,000,000 bushels) _(in millions) 
1878-82 2,548 29.8 about 34 
1898-02 2,836 42.4 43-45 
1908-12 2,957 50-5 49-52 
1923-27 3,115 58 61-63 
1928-34 3,180 60 65-71 
1933 31147 7! 7° 
1934 3,146 52 7! 


@ Compiled from: S. Kawada, “Agricultural Problems and their Solution in Japan” 
in Kyoto University, Economic Review (Dec. 1926) p. 155; The Japan Year Book 
1924-25 (Earthquake Edition) , ed. by Y. Takenobu (Tokyo 1925) ; and the Annual. 


Rice, though it is not the only food, is the main one. Social 
habits make changes difficult; a government campaign to promote 
1 These figures, which are for 1927, are taken from Nasu Shiroshi, Land Utilization 
in Japan, prepared for the Third Section of the Institute of Pacific Relations, 1929, 


p. 24. The figures given for Japan by the Annual (based on land used for rice and 
other cereals) are somewhat higher: 1121 per 100 hectares in 1927, and 1217 in 


1935- 
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the consumption of proteins and fats instead of carbohydrates has 
not seemed to be very successful. But even a change in the diet 
would not considerably increase the domestic food supply. Statis- 
tics show that production in almost every branch of agriculture, 
cattle included, is almost constant. It may be? that there are still 
some unutilized opportunities for grazing and for pastures, but it 
is unlikely that the authorities in the ministry of agriculture, al- 
ways searching for new ways of increasing the food supply, would 
not have seized upon such opportunities if they existed. 

Looking at the future of Japanese agriculture there seems to be 
only one major chance of increasing the food supply. Artificial 
fertilizers are not yet used in quantities comparable to western 
countries, especially Germany, Holland and the like. Phosphoric 
acid is used almost as much as in England, Germany and France 
(16.5 kilograms per hectare), but in nitrogen and especially in 
potash Japan lags far behind intensive agriculture in the west. 
Japanese agriculture carries to the utmost limit the utilization of 
natural manures. While supplementation by artificial manures, 
particularly nitrates and potash, could very materially increase the 
yields, such supplementation would involve heavy imports that are 
economically very difficult. 

Under present technical conditions agriculture seems to have 
passed far beyond the optimal point, and perhaps it has even 
reached the maximum of returns. Although returns per hectare 
have about doubled since 1870, almost the same ratio of the popu- 
lation—45-50 per cent—is engaged in farming. In western indus- 
trial countries, while the domestic food supply per capita of popu- 
lation increased, a decreasing proportion of the population was 
engaged in agriculture.? But in Japan for some decades the same 


1Cf. Penrose, E. F., Population Theories and Their Application, with Special Ref- 
erence to Japan (Stanford University 1934) p. 132. 

7In Germany from 1882 to 1909 the population living from agriculture decreased 
from 15.9 to 14.9 million; the proportion decreased from 40 per cent in 1882 to 27 
per cent in 1907. From 1885-89 to 1908-12 the production of grain increased by 46 
per cent, cattle by 50 per cent, pigs by more than 100 per cent, with improving 
quality. Therefore the imports of food were due to increasing consumption. 
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ratio of the working population was engaged in agricultural pro- 
duction; in other words, the increasing gross returns are due to a 
great extent, though not entirely, to an absolute increase in the 
number of people working on farms. There has been a certain in- 
crease in consumption, though far less than there has been in 
western countries. 

Most observers are convinced that agriculture in Japan proper 
has been extended to the submarginal land and that therefore about 
one million workers or farmers should be shifted to industrial occu- 
pations.? An increase in the size of the farms (as suggested by Pen- 
rose) could add to the average per capita production of the agrarian 
population, but would not solve the problem of the families which 
would be displaced from agriculture. But such well intended sug- 
gestions rest unconsciously on western conditions of agriculture, 
and would increase instead of solving the difficulties. Agriculture 
no longer offers any opportunity for the increasing population; the 
whole increase, and even more than that, must earn its living else- 
where. 

This is the problem with which the Japanese government is now 
trying to cope. In speaking of agriculture it should be added that 
sericulture counts considerably in the returns, though with vio- 
lently fluctuating prices. Furthermore, there is much industrial 
activity in the villages, production for the domestic and foreign 
markets. But even with these two items included, farm income re- 
mains very low and the shifting of population to the towns is not 
halted. 


* According to The Japan Year Book (p. 504) the annual rice consumption was 
.948 koku per capita in 1893-97, and 1.211 in 1921. Orchard, John E. and Dorothy J., 
Japan’s Economic Position (New York 1930) p. 18, gives the increase of rice con- 
sumption from the eighties to 1921-25 as 18 per cent. According to Orchard’s figures, 
from 1900 to 1925 the annual per capita consumption of fish increased from go to 82 
pounds, and of sugar from 10.5 to 13 pounds, meat remaining on the low level of 
4 pounds. The various data on consumption are seldom the same. A comparison of 
crops and population indicates, however, that there has been only a slow increase in 
consumption. The last few years have been abnormal; unemployment and pressure 
on wages have certainly reduced real income and thus also the consumption of 
workers. 

? Cf. Penrose, op. cit., p. 143. 
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L Industrialization and Foreign Trade 


Apart from the attraction of a higher standard of living in towns 
and cities, it is the scarcity of land which drives the Japanese into 
industry. Therefore a back-to-the-land movement has no basis 
whatever in Japan, and cannot have any. Since its raw materials 
are insufficient and since agriculture cannot absorb its increasing 
population, international trade is an absolute necessity. The ex- 
tent to which Japan is today making international trade the basis 
for further industrialization is a source of serious difficulties. In 
this development armaments play an important role. 

The rapid building up of modern industry in Japan has seemed 
a miracle to the western world. It can be explained to some extent 
by the fact that the systematic order and the exactitude of the work 
required in tilling the land prepared the farmer population for the 
methodic exertions essential in modern industrial production. 
The old crafts with their thorough training formed another large 
reservoir of well disciplined and skilled labor. With a sufficient 
supply of capital (partly foreign) and with a modern system of edu- 
cation a high standard of industry was reached in a much shorter 
time than it could have been in a mainly agricultural country. 
Though for some decades the quality of Japanese products, with 
few exceptions (such as raw silk) , was not high enough to compete 
in the markets of western nations, improvements in technique and 
management, combined with some advantages possessed by the 
Japanese producer (especially in the labor market) , have in the last 
few years made the competition of Japanese industry a major 
\- problem in almost every market. 
In the beginning of this industrial era the textile industries con- 
Jf tributed the greater part of the total output. After the Russo-Japa- 
f nese war heavy industry came to the fore, and since the late twenties 
there has been a quick increase in general manufacturing. Whereas 


of about fifteen years ago the textile industry employed 56 per cent 
of all industrial workers, the ratio decreased by 1933 to 45 per 
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cent. The kilowatt capacity of all electric undertakings increased 
from 2,237,000 in 1924 to 5,080,000 in 1933, a symptom of the 
quick increase of mechanized industry. 

Since Japan is lacking in most of the raw materials, her indus- 
trialization implies a tremendous expansion of foreign trade. This 
should be discussed briefly before we proceed to an analysis of 
Japan’s special industrial situation. 

Table m1 shows the quantity and value of exports and imports 
for selected years from 1913 to 1935. The world economic crisis 
of 1929 decreased the value of Japanese trade within two years by 
45 per cent of the 1929 value (in yen) , but the volume was main 
tained. It may be noted that the gold value of the world’s imports 
and exports amounted to 68.6 billion United States gold dollars in 
1929, and 39.7 billion in 1931, or a decrease of 42 per cent. 

So far Japan followed the general trend of international trade. 
But from 1931 on there was a considerable increase of Japanese 
imports and an amazing increase of Japanese exports, both in quan- 
tity and in value (Japanese currency) . This growth of Japan’s in- 
ternational trade is opposite to the general trend of world trade, 
and it means the flowing of Japanese commodities into markets 
which had hitherto been closed to them. The increasing share of 
Japanese trade in the total world trade is evident in the fact that 
in 1929 imports into Japan were 2.80 per cent and exports from 
Japan were 2.94 per cent of the imports and exports in world 
trade; these percentages changed to 3.42 and 3.65 by 1935; thus the 
share of Japan in the total world trade increased by 23 per cent. 

The return by 1935 to the peak values for exports and imports 
(expressed in Japanese currency) overstates the monetary value 
of Japan’s foreign trade as compared with 1929, while it under- 
states the increase in the volume of trade. This discrepancy is due 
to the inverse movement of the yen, on the one hand, and of Japa- 
nese prices on the other hand. The Japanese yen went down from 
46 cents (gold) in 1929 (49.85 cents is the old parity) to 17.04 cents 
(gold) in 1935, while domestic prices within Japan went down by 
32 per cent; in 1935 they were (in gold) only 25 per cent of the 
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1929 prices. Thus in 1935 Japanese foreign trade, measured in 
gold dollars, was 42 per cent of its gold value in 1929, while the 
total world trade was 34 per cent of its 1929 value; but Japanese 
trade, expressed in yen, was in 1935 well above its 1929 level. In 
terms of quantity, imports in 1935 were 17 per cent and exports 
even 85 per cent above the 1929 level, as a result of the slump in 
prices, although in the same period world exports decreased by 
about 17 per cent. This is a blow to any reasonable theory of prices 
and their adaptations in international markets; in fact, the deprecia- 
tion of the yen to about one third of its gold value was accompanied 
by a more than go per cent decrease in prices, while we should have 
expected, perhaps gradually, an increase in prices of about 200 per 
cent. There is evidence here of the degree to which the Japanese 
economic system is closed to the “normal” influence of world mar- 
ket prices. 

In this export-import relationship it is difficult to say whether 
the increasing imports are the cause of the growth; perhaps the in- 
creasing imports (mainly, as we shall see, raw materials) make for 
greater exports, so that competition in foreign markets forces down 
prices. But it is more likely that the movement of prices is due to 
domestic factors, with the further reduction—which is necessary in 
order to secure sufficiently large exports—brought about by the 
falling value of the yen. However that may be, we can see clearly 
the “aggressive” character of Japanese foreign trade, which in- 
creased the quantity of commodities exported by 85, per cent, while 
at the same time its gold value was reduced to 42 per cent of its 
previous level. The “market-space,” so to speak, which Japanese 
exports cover is much larger than the return they yield: the more 
dangerous is their competition. 

Japan has conquered new markets since 1931; and this was neces- 
sary in order to make possible the quick increase of imports. A 
glance at the regional distribution of Japanese foreign trade shows 
that Japan could not make further inroads into countries where it 
bought its main import commodities; thus with the United States 


1 Review of World Trade 1935, cited above, p. 11. 











JAPAN IN WORLD ECONOMICS 11 


it had an unfavorable balance of trade of 370 million yen in 1934 
and 275 million in 1935, the difference depending mainly on the 
price of raw silk. If we take continents as units, Japan in 1935 had 
an unfavorable balance of trade with Europe of about go million 
yen, with the Americas 261 million, and with Oceania 153 million; 
these were counterbalanced by a 434 million excess of exports to 
Asia and 115 million to Africa.1 

If with the regional analysis of international trade we combine 
a structural analysis we find, as we should expect, that imports of 
raw materials increase and imports of manufactured commodities 
decrease, while in exports the process is just the reverse. Table tv 
indicates this development. 





TABLE Iv? 
Commodities Percentage of Total Exports 
1913 1929-1934) =: 1935 
Foodstuffs 9.8 2.9 8.0 8.0 
Raw materials and semi-manufac- 60.0 46.2 27.8 31.8 
tured goods (including raw silk) 
Finished manufactured goods 29.2 44.§ 62.9 59.0 
Percentage of Total Imports 
Foodstuffs 16.5 12.2 8.0 7.8 
Raw materials and semi-manufac- 65.9 71.4 80.4 80.1 
tured goods (including raw silk) 
Finished manufactured goods 17.1 15.6 11.6 11.6 


@ Mitsubishi Report. 


This change in the composition of Japan’s foreign trade is “nor- 
mal” inasmuch as industrialization usually means a reduction in 
the export of raw materials and an increase in the export of manu- 
factured commodities. But in the case of Japan the quick increase 
in the export of manufactured commodities cannot be explained 
entirely by the necessity to keep raw materials for home usage; the 
difficulty of selling raw silk in the American market and the sharp 
reduction of its price played an important part in the sudden in- 


a oil 


1Tbid., p. 41. 
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crease in the export of manufactures. The American demand for 
raw silk (the United States usually buys more than go per cent 
of the Japanese export) fell off sharply after 1930, and thereafter 
this export could be maintained only with far lower prices. ‘The 
story of the raw silk price is dramatic. I shall record it only from 
1925. At that time the average price of a bale was 1957 yen; it went 
down gradually to 1315 yen in 1929, and with irregular ups and 
downs reached the bottom in 1934 at 534 yen. Thus from 1925 to 
1934 the price decreased from 980 United States dollars to 156, or 
from g8o0 to 94 in terms of gold. There is no other world price 
which dropped to this extent. In 1935 raw silk was (in gold) 84 
per cent lower than in 1929; the next on the list was copper, with 
a reduction of 75 per cent, and then Brazilian coffee with 68 per 
cent.1 The gravity of this reduction in the raw silk price can be 
seen in the fact that though the value of the raw silk export was 
almost 38 per cent of all Japanese exports in 1925, it was only 13 
per cent in 1934. In 1934, however, the volume was more than 15 
per cent larger than in 1925.” The decisive importance in Japan’s 
exports of one commodity with such a great susceptibility to 
cyclical price variations makes Japan almost a monoculture coun- 
try. The likelihood of a destructive price fall is all the greater since 
raw silk is a luxury, which can easily be replaced by rayon and 
other substitutes. 

This reduction of receipts from raw silk exports has necessitated 
increasing exports of other commodities, in order to pay for im- 
ports, which are largely for armaments. A partial compensation 
has been found in exports of textiles, which, however, have had to 
be sold in other than the former markets, to a great extent com- 
peting with Great Britain. Almost every branch of Japanese in- 
dustry has contributed to the quick increase in exports since 1931. 
I shall discuss below the reasons why exports could expand so 
quickly. But the shrinkage in the receipts for raw silk explains to 
a great extent why industrial exports have had to increase. Raw 


1 Review of World Trade 1935, p. 13. 
2 Mitsubishi Report. 
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silk requires no imports, but other textile exports are between 
50 and 60 per cent reexports of imported cotton. A reduction of 
100 million yen in raw silk receipts necessitates imports of at least 
100 million yen in raw cotton and exports of 200 million yen in 
cotton goods. 

Trade with those countries which are more or less under the 
political control of Japan does not play the role one should expect. 
Exports to China have fallen off considerably, and this decrease 
has been balanced only by increased exports to Manchukuo and 
the province of Kwantung. If we consider China, Kwantung and 
Manchukuo as a single unit, the exports they took in 1935 were 
625, million yen—not quite equal to the 643 million yen they took 
in exports in 1925. From their lowest level in 1931 to 1935 exports 
to China, Kwantung and Manchukuo increased by 124 per cent? 
(from 258 to 625 million yen) , while the total value of Japanese 
world exports rose by 120 per cent. The increase in Japanese ex- 
ports is to a large extent in goods for industrial construction, pub- 
lic utilities and building, and China is one of the greatest potential 
markets for such goods. But it seems that exports to China have 
been considerably hampered by the tense political relations; it is 
very likely that in 1935 the total exports to the Chinese territories 
would have been higher than they were if the Manchukuo state 
had not been founded. Smuggling through North China has also 
played a considerable role, but its extent cannot be estimated. 
Inasmuch as the growth of exports to Manchukuo was slowing 
down in 1935, with continuous difficulties in financing the con- 
struction of new enterprises, Japan can scarcely expect to expand 
her trade there in the near future. Thus the Japanese experience 
with Manchukuo again proves the rule that political domination 
as such does not guarantee an improvement in economic relations. 

Since Manchukuo is building up a construction industry of its 


1Ibid., p. 543. Exports to India did not shrink so much in the crisis years as did 
the exports to China, and their subsequent recovery was greater. In 1925 Japanese 
exports to British India were 173 million yen, in 1931 they dropped to 110 million, 
and by 1935 had risen to 287 million. 
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own this important item may decline in Japanese exports there. 
Statistics of trade in merchandise show that in the three years 
1933-35 Japan had an “active trade balance” with Manchukuo (in- 
cluding Kwantung) of 555 million yen,? a sum corresponding to 
Japanese capital investment there. Thus this part of Japan’s active 
balance did not pay for its imports from other countries. There- 
fore a shrinkage in these excess exports would not mean a de- 
terioration of the Japanese exchange situation, but it would prob- 
ably mean an increasing supply of Japanese commodities in other 
markets, especially China. 

The figures for international trade do not give the whole mag- 
nitude of Japan’s international economic relations. In 1933 in- 
visible trade amounted to 958 million yen in exports and 892 
million in imports. 

Furthermore, trade with the dependencies (Korea, Formosa and 
Japanese Sakhalin) is developing even more quickly than is Japan’s 
international trade. In 1921, 1931 and 1935 Japan’s exports to her 
dependencies were respectively 462, 338 and 786 million yen, 
while their imports to Japan were 556, 467 and 800 million. Thus 
these territories are being quickly integrated into the economic 
structure of “Japan proper.” Their main import to Japan is food, 
especially rice; the main export from Japan is manufactured goods. 
This explains somewhat the low percentage of food imports in 
Japan’s foreign trade. The necessity of importing food from the 
dependencies tends to increase foreign trade, for the textiles which 
are shipped to them, in order to pay for the food, contain raw ma- 
terial which must be imported and paid for by exports of manu- 
factured commodities to foreign countries. 

This quick recovery of Japan’s international trade is the more 
amazing since the whole structure of exports had to change with 
the bringing of new commodities to foreign markets. With the keen 
competition of old industrial countries, and with the whole world 
in the midst of a trade depression, the total values of 1929 and 
even 1925, could be reached and surpassed only because for part of 


1 [bid., p. 545- 
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her exports (especially raw silk) Japan accepted any price it could 
get, because other exports could be produced at lower cost than 
elsewhere and because all of them could withstand foreign com- 
petition as a result of the depreciation of the currency. This last 
factor proves that trade development was one of the goals of the 
government’s policy. Faced with the choice of allowing a reduction 
in exports or depreciating the currency, the government chose the 
latter course; it chose depreciation to a level at which it more than 
outweighed the English and American devaluation. This was 
necessary in order to increase exports and thus imports, and in- 
creasing imports were necessary because of the increasing popula- 
- tion, and even more because of the increasing armament—two 


2 factors which are closely related. ‘Thus the Japanese trade policy 
is of the highest political significance. But it has become possible 

1 only through great changes within Japanese industry since the 

S twenties. Here, as elsewhere, the political and economic develop- 

r ments cannot be separated. 

: 

5 Ill 

c 

, Recent Changes in Economic Structure 

. I interrupted the discussion of Japanese industrialization in order 

n to present certain data on international trade which indicate to 

e what an extent and how quickly the structure of industry changed. 

h The present state of Japanese industry should now be considered 

- in more detail. 


’ First of all it is necessary to say that the labor statistics for Japa- 
nese industry cover only “factories,” that is, enterprises employing 


e no less than 5 workers. According to the quinquennial census the 
h total population, including independent workers, engaged in in- 
n dustrial pursuits in 1930! was 5,414,000, of whom 3,690,000 drew 
id salaries or wages. Of these latter—dependent industrial workers 
d —55 per cent, or 2,025,000, were factory workers, including office 
of staff, engineers and the like. The number of operatives in fac- 


1 Mitsubishi Report, p. 11. 
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tories is given as 2,095,000 in 1929 and, after temporary reductions, 
2,057,000 in 1933.1 Thus the crafts in small shops employ con- 
siderably more than half of the “industrial” population, and the 
importance of these shops is not declining. With the increasing 
production of the last few years the number of factory workers has 
increased, but has not surpassed its level of 1926.7 

Therefore shops of family size produce a considerable share of 
the total industrial production, especially in pottery, celluloid 
articles, rubber goods, toys, enamelled iron ware and so on, the 
border line between arts and crafts being still indistinct. A large 
part of the industrial commodities for home consumption is manu- 
factured in these small shops, which to a great extent are equipped 
with electrically driven machinery.* The family size shops make for 
a great elasticity in industry as a whole; overhead plays a very small 
role, and since wages are liable to reduction prices fluctuate easily 
with the demand. The wages for apprentices are paid in kind, 
with some pocket-money, and in this elasticity of cost structure such 
shops resemble the farms. In case of unemployment the factory 
workers fall back on such enterprises and on the farms; the farm- 
ers’ families also participate in production. 

The influence of the family shops can be seen even in the larger 
establishments. Frequently these have part of their work done in 
the small enterprises. Even more significant, their very structure is 
often a reflection of the “family principle,” the operatives, espe- 
cially girls, being housed in dormitories and employed at very low 
wages, most of which go to their families. 

In the first stage of Japanese industry this labor structure re- 
sulted in very low money wages, and also in a low degree of effi- 
ciency, in overmanning of the enterprises, even, in times of de- 
pression, in heavy burdens in case of displacements (“dismissal 


+ [bid., p. 11. The data of the Department of Commerce and Industry, contained in 
the Annual, are slightly different; here the figure is 2,112,000 for 1933. 

* Mitsubishi Report, p. 12. 

* Maurette, Fernand, Social Aspects of Industrial Development in Japan (Geneva 


1934) - 
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bonus”). In short, the family principle in small enterprises, and 
the feudal principle in large enterprises meant low wages but com- 
paratively high labor costs.! But rationalization extended its influ- 
ence to Japan, and new equipment and new methods of production, 
taking place without an increase of wages, changed the picture, with 
the consequence of an increased competitive power of Japanese 
industry, as compared with European and American factories, and 
of the tremendous rise in exports which was discussed above. 

Some of these points need further consideration. The rationali- 
zation of technique did not start until 1930, but before that date 
the financial structure of industry had been improved by amalga- 
mation and by weeding out small concerns. After 1930 the Indus- 
trial Advisory Council was set up, and it was on its suggestion that 
the Bureau of Rationalization was established; this bureau aims at 
the regulation of cartels, at improvement in management, and at 
standardization of production. Further goals are collective control 
of industries and promotion of the export trade.? 

Rationalization of management means better teamwork among 
enterprises and within the directorates of large establishments. ‘The 
success of such a policy is especially assured by the fact that the 
Japanese is not an “‘individualist.’”” To work in a group is second 
nature to him, and he needs no special discipline to make him con- 
form with regulations. Japanese managerial skill and commercial 
diplomacy compare favorably with the talents of other exporting 
countries. 

The inbred discipline of the Japanese people facilitates also the 
rationalization of work. The conditions of rice culture, training 
in crafts and service in the army influence the worker in the same 
direction. Thus, with the development also of better equipment, 
the efficiency of the Japanese worker has increased in the last few 
years, but his wages (in yen and even more in terms of foreign 
exchange) have not kept pace with this improvement. 

A detailed table of average daily wages in factories, compiled by 


1 Orchard, op. cit., gives abundant evidence of this. 
? Mitsubishi Report, p. 38. 
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the Department of Commerce and Industry,! shows great differ- 
ences among the various industries, but in every branch of indus- 
try the 1934 wage was considerably below that for 1929 and 1930. 
With 1921-25 representing 100, the indices for the average wage 
are as follows: 102.2 for 1928; 101.5 for 1929; 94.6 for 1930; 85.9 
for 1931; 82.6 for 1932; in the following years wages remained al- 
most unchanged. Another computation,? based on returns of the 
Bank of Japan, gives the average daily earnings in yen. Table v 
shows this daily wage in yen, and also in terms of American cur- 
rency. The great difference between wages for male and female 
workers is important in view of the number of the latter. They 
represent 45 per cent of all factory workers, and in the textile in- 
dustry female workers numbered 737,000 as against 170,000 male 
workers in 1933.° 


TABLE V 
Year Average Daily Wage for Industrial Workers 
In Japanese Yen In United States Dollars 
(Male) (Female) (Male) (Female) 
1929 2.30 1.01 1.06 0.86 
1931 2.06 0.79 1.01 0.40 
1934 2.17 6.70 0.65 (0.37) 0.22 (0.12) 
1935? 2.15 0.70 0.60 (0.36)? 0.20 (0.12)? 
@ January to November. 
bIn gold. 


As to the efficiency of the factory worker, data on individual out- 
put are scanty and partly contradictory. According to the statistics 
of the Japanese Cotton Spinners’ Association the quantity of the 
yarn used per capita by female operatives increased by 38 per cent 
from 1926 to 1935. The same source gives the number of working 
spindles per (female) operative as 35 in 1926 and 61 in 1935, an 
increase of 45 per cent, and the number of looms as 1.36 and 2.55 
respectively. These statistics, however, refer to only a part of the 


1 Annual, pp. 93 ff. 
* Mitsubishi Report, p. 38. 
3 Annual, p. 92. 








:y GREE 


JAPAN IN WORLD ECONOMICS 19 


industry,1 and probably to the most efficiently organized enter- 
prises. 

Until about 1930 the opinion prevailed that although money 
wages in Japan were very low, they corresponded to a very low 
efficiency. Detailed comparisons of wage costs per unit of product 
in Japan and in the United States seemed to prove this, even for 
| the textile industries.? But the changes I have referred to have ap- 
parently made for a reduced labor cost in Japan per unit of com- 
modity produced. Though improved equipment has certainly 
' played its part in this reduction, it cannot be doubted that a greater 
intensity and better quality of work have accompanied the de- 
crease in both money and real wages. The tendency toward a lower 
. compensation of workers, in spite of increasing production, has 
been the same as in Germany, which is going through a similar 
type of recovery, with the difference that in Japan this tendency has 
probably resulted from the situation on the labor market rather 
than from concerted action of entrepreneurs or pressure of the 
state. The agricultural crisis overflowed the labor market, and in 
the absence of strong unions this reduced wages considerably. 

The total result of all these factors—increasing output per 
worker, lower money wages and lower exchange rates—is well 
illustrated by a comparison of the relative costs of different items 
in the production of Japanese and Lancashire cotton goods.® In 
1931 labor costs per unit were in Japan only about go to 50 per 
cent of what they were in Lancashire. This gives a competitive 


t- 

- advantage to Japanese exports of 20 to 23 per cent, even though 
" the costs of raw material, which are the same in both cases, are be- 
it tween 50 and 60 per cent of the total costs. It is probable that today 
ts the Japanese labor costs are even lower.* Since 1931, however, the 
n *Compare the figure in the Mitsubishi Report, p. 100. 

| *Compare the data in Orchard, op. cit. 

5 * Cf. Hubbard, G. E., Eastern Industrialization and its Effect on the West (Lon- 
1e don 1935) p- 124. 


*Since 1931 the ratio of the female workers in textiles has increased (Mitsubishi 
Report, p. 99); the daily wage per female worker in the cotton weaving industry 
has decreased from .76 yen to .69 yen (Annual, p. 93); and output per worker has 
increased, though the average number of looms per person has decreased slightly. 
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British cotton industry seems to have improved its competitive 
position, while the share of other countries in the total available 
trade has been reduced. 

Before the World War the textile industries absorbed about 60 
per cent of the total number of operatives, but the expansion of 
other industries reduced this share by 1933 to less than 47 per 
cent, even though the absolute number increased. In 1929 textiles 
represented 41 per cent of all industrial production, but by 1933 
this proportion had fallen to 37 per cent. ‘Table vi shows the pro- 
duction of various products, and their ratio of exports to produc- 
tion. Since these figures are for money values they indicate changes 
in output only in so far as prices move in the same way in the dif- 
ferent industries. 


TABLE VI? 
Production (In Millions Ratio of Exports to 
Products of Yen) Production 
1929 1931 1933 1929 §=6 1931 =: 1933 
Textiles 3,382 2,096 3,049 43.8 33.6 35.1 
Metal products 744 444 946 g.1 7.8 8.8 


Machinery and tools 682 443 805 6.1 7.8 9.3 


Chemical products 1,105 887 1,385 9.6 8.5 9.9 
Ceramic products 272 186 268 21.8 18.8 21.8 
Foodstuffs 1,108 817 995 8.5 6.3 11.4 
Other industrial 853 678 826 3.8 88.35 3 
products 
Total 8,149 5,552 8,275 23.7 18.2 20.5 


@ Mitsubishi Report, p. 494. 


The figures for industrial production do not include the output 
of small establishments with less than 5 workers. ‘These small shops 
produce mainly for home consumption, but recently they too have 
entered the export market, especially under the leadership of com- 
mercial enterprises which have organized them for this purpose. 

It is difficult to establish to what extent consumption increased, 


1“Lancashire’s Future” in Economist, vol. 125 (Nov. 21, 1936) p. 350. 
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and which groups of the population profited from the increasing 
production. The figures given in the Mitsubishi Report indicate 
clearly that home consumption increased in many industries, espe- 
cially in textiles; though it was not always higher in 1934 than in 
f 1929 it grew far beyond the low level of 1931.1 The same trend is 
evident in the ratio of exports to the total value of industrial pro- 
duction, as can be seen in Table vi. It is improbable, however, 
that there was an increase in the consumption of employed work- 
ers, for money wages went down and, in spite of a decline in whole- 
‘ sale prices, costs of living went up. With 1930 as 100, the cost of 
living? was 87 in 1931, 88 in 1932, 96 in 1933 and 1934, and 98 in 
f. 1935; but real wages,? with 1929 as 100, fell from 112 in 1932 to 
107 in 1933 and 1934, and to 105 in 1935. From 1929 to 1931 
prices went down considerably, but money wages did not; since 
1931, however, money wages have declined in spite of the rise in 
living costs. This relation between wages and prices was respon- 
sible for the high exports and high profits in the years 1931 
3 through 1935. 


I 

8 TABLE VII? 

3 Year Industrial Profits 

9 Japan? Great Britain? United States* Germany* 

8 1929 10.3 10.5 11.3 6.0 

4 1930 5. 9.8 6.0 4.8 

3 1931 §.3 7.2 2.6 2.2 
1932 7:5 5-7 0.3 —8.7 

5 1933 9.5 6.7 2.1 —2.7 
1934 10.9 7.2 3.6 0.4 


@ Mitsubishi Report, p. 138. 
» Ratio of net profit to paid up capital. 


¢ Ratio of net profit to net worth. 
ve Compare, for example, the tables for special commodities, as on pp. 244, 266, 275, 
284 and passim of Mitsubishi Report. Consumption of industrial commodities in 
n- Japan proper cannot, however, be exactly derived by subtracting exports from pro- 
duction, since large exports to the dependencies are not listed as exports; their 
equivalent, imports of food, increased the Japanese food consumption. 

* League of Nations, World Economic Survey 1935-36 (Geneva 1936) p. 33. 

* Tbid., p. 141. 
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As can be seen in Table vu, industrial profits in Japan did not 
go down to such a low level as in most other countries, and they 
quickly climbed up again to the peak. The total net profits of in- 
dustrial companies reached a high of 436 million yen in 1929, and 
tell to 195 million in 1930; in 1934 they rose above the former 
peak, the total profit being 316 million yen, or 12 per cent of the 
gross receipts, in the first half of 1935. 

Thus Japan, like most other countries, was stricken by the busi- 
ness depression in 1930 and 1931. The reintroduction in 1931 of 
the gold embargo—which had not been lifted until January 11, 
1930—made imported goods more expensive, while it meant a 
premium on Japanese exports; that is to say, it could have reversed 
an unfavorable balance of trade, if there had been one. But in fact, 
a deflationary policy during 1930 and 1931 had almost wiped out 
the negative balance of trade, reducing it from 224 million yen in 
1928 to 76 million in 1930. Thus the reimposition of the gold 
embargo favored exports without, however, preventing an almost 
parallel increase in imports. Though textiles still took the greatest 
share in the export trade, other manufactured commodities also 
invaded foreign markets. The devaluation of the currency, even 
far below the new parity with the pound and (after 1933) the dol- 
lar, was not accompanied by an equal rise in prices, which in 1935 
had increased by only 25 per cent (in yen) from their lowest point 
in 1931, while import prices increased by 57 per cent (in yen). 
Thus the volume of exports soared (compare Table 11) , and with 
it production in general. 

The lagging of the domestic price level—in fact, in terms of for- 
eign currency, a reduction of export prices—was the result of far- 
reaching improvements in management and technique. With pro- 
duction increasing real income rose, in spite of expanding exports. 
But the distribution of this larger income changed; the workers’ 


1 There were great differences in the various industries, the average annual profit 
rate varying from 3.6 per cent in machinery to 13.4 per cent in textiles, the profit 
rate in textiles climbing up in favorable years to 20 per cent (Mitsubishi Report, 


Pp- 143)- 
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share probably decreased, while there was an increase in agricul- 
tural income in some years, and in entrepreneurs’ income in every 
year. The fact that the workers’ real income did not increase notice- 
ably above the 1929 level, in spite of an expansion of the total 
volume of production, is due to the relatively small increase of 
employment; this was linked with a growing pressure on the labor 
market, resulting from the increased influx from agricultural 
districts to towns and industry. This pressure on the wage level 
meant higher profits and higher revenues for the state, and it also 
facilitated the floating of state loans—all these factors correspond- 
ing to a greater proportion of producers’ goods in the total output. 
In the recovery of Japan, as in that of Germany, the workers’ lower 
incomes paid for a great part of the increase in production, because 
the situation on the labor market did not allow for increases of 
real wages along with increasing production. 


IV 


The Future 


This analysis started with the population question, and it is indeed 
the growing population which furnishes the decisive pressure be- 
hind the recent great expansion of Japanese industry; it is at the 
bottom of the peculiar price-cost relationship which, with the de- 
valuation of the currency, explains the “Japanese Miracle.” In fact, 
we should not even bracket it with devaluation, because here too 
it is wages which retard an adjustment of Japanese prices to a level 
corresponding to the new exchange rate (which has prevailed for 
more than two years) . Such an adjustment would quickly halt the 
increase in foreign trade, which seems to be retarded just now 
because of other factors, such as the slowing down of credit exten- 
sion, the slackening of capital goods exports to Manchukuo, and 
so on. 

What is in store for Japan, with its population further increas- 
ing? The whole problem is contained in the fact that at least dur- 
ing the next fifteen years, with population increasing by about 
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one million annually, the supply of workers will increase by about 
300,000 to 500,000 per year. 

Table vii shows how the expanding population was employed 
in the period from 1920 to 1930. The number of persons with 
occupations increased by 6 per cent; there were, however, great 
changes in its distribution among the different branches of ac- 
tivity. Two thirds of those who were (relatively) displaced from 
agriculture, industry and mining were driven into commercial 
enterprises, probably small shops, in which Japan still abounds, 
and into “services.” This shift was due to the depression on the 
one hand, and to the saturation of agriculture on the other. 


TABLE VIII? 


Occupation Ratio of Employed Persons to 1000 of 
Working Population 
Japan Japan Change Germany 
1920 1930 1920-30 1925 

Agriculture 518 489 —29 
Fishing 20 20 “ 3°5 
Mining 16 8 — 8 , 
Industry 195 179 —16 “4 
Commerce 117 153 +36 165 
Traffic and Com- 38 37 - I 

munication 
Public Service and 53 69 +16 65 

Liberal Professions 
Domestic Service 19 18 -— I 51 
Other occupations 24 27 + 3 

Total 1000 1000 1000 


@ Figures for Japan from Mitsubishi Report, p. 60; for Germany from Statistisches 
Jahrbuch fiir das Deutsche Reich. 


If the population engaged in agriculture increases no further 
the non-agricultural population will increase from about 34 million 
to 47 million within the next twenty years, or by 38 per cent, and 
the ratio of the agricultural population to the whole will decrease 


1The Mitsubishi Report, p. 59, gives the probable increase of the population of 
productive age (15-59 years) as approximately 2,100,000 to 2,900,000 every five years. 











bet o 


Pe 








ut 


jed 
ith 


eat 


om 
‘ial 
ds, 
the 


any 


ches 


her 
ion 
ind 
ase 


n of 
ears. 














JAPAN IN WORLD ECONOMICS 25 


from 50 to 42 per cent, a ratio which prevailed in Germany as far 
back as 1882. Great changes will be necessary in order to adjust 
to this altered distribution. 

The increasing population and occupation shifts in Germany 
from 1882 to 1907 made for an increase in imports and exports of 
about 5.75 billion marks, which almost trebled Germany’s interna- 
tional trade in those twenty-five years. Japan can be considered 
now in approximately the situation of Germany in 1882, and thus 
it can be estimated that the increase of population will more than 
double Japan’s international trade within the next ten years.? 

This prospect, of course, cannot be considered a “‘necessity’’ for 
the Japanese economic system. To mention only a few differences: 
imports of food played a great role in Germany, while in Japan 
they probably will never expand to the volume they reached in 
Germany;? on the other hand, raw materials are lacking in both 
countries, though Germany had a great excess of coal which could 
be exported; Japan can largely pay for imports with raw silk if busi- 
ness conditions are favorable in the United States, but must sud- 
denly export enormous quantities of other commodities if the 
price of raw silk drops; the part played by services (such as ship- 
ping, insurance and so on) was certainly greater in Germany than 
it can be expected to be in Japan; the Japanese living standard, 
expressed in terms of commodities, is much lower than the German 
was, even in the seventies and eighties; the world situation, as 
viewed from Japan, makes quick and extensive armament neces- 
sary, with correspondingly great imports of raw materials. These 
and other differences make it hazardous to estimate the future 
requirements of Japanese foreign trade, but they do not alter the 
fundamental similarity of the German situation between 1880 and 
1900 and the Japanese position during the next fifteen or twenty 
years. The quick expansion in the volume of foreign trade, high 


*This calculation is made by relating the increase in Germany's foreign trade 
from 1882-1907 to her increase in population, applying the Sauerbeck index num- 
bers to the result, and relating this figure to Japan’s present increase in population. 
*A part of the additional foreign trade, however, is due to the imports of food 
from the dependencies. 
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above the peak level of 1925, is only the beginning of a trend which 
will be accentuated during the years to come. 

With further increases in prices of import commodities, while 
prices of exports remain stable or do not increase to the same 
extent, and in the absence of foreign loans, the difficulties for bal- 
ancing increasing imports are bound to grow. 

So far the low wages, both money and real, have been favorable 
to the expansion of Japan’s international trade. But the low wages 
are due to the over-supply of workers, and as a result of mechaniza- 
tion and improving efficiency they are not likely to find employ- 
ment easily. This situation, though favorable for export trades, 
breeds social unrest; and it is likely to increase further the pressure 
of Japanese exports on foreign markets which, in turn, have al- 
ready set up restrictions, especially against Japanese textiles. ‘These 
restrictions have made for increasing exports of other commodities 
than textiles, but naturally the new exports too have encountered 
the opposition of other countries. The upward trend in foreign 
trade—noticeable as a consequence of recovery throughout the 
world—will facilitate an expansion in Japanese foreign trade, but 
probably not enough to allow for a smooth and unopposed devel- 
opment. 

When Great Britain and later Germany embarked on the path 
of industrialization the world was internationally competitive; 
tariffs were rarely prohibitive and could be overridden with sacri- 
fices which today would be considered small; currency regulations 
were totally unknown; the main trend of foreign trade was toward 
an exchange between industrialized and raw material countries. 
The exchange between industrial countries, as between Great Brit- 
ain and Germany, became vital, once established, but even with- 
out it huge industrial systems would have developed; with the raw 
material states, however, direct or indirect exchange was indis- 


pensable. Though buying of raw materials was never a difficulty 


except in wartime, selling became increasingly difficult, and this is 
the real meaning of the frequent references to the “dependency” 
of industrial countries. 
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It may well be that every country would benefit through free 
trade—if such a system had existed from the beginning and had 
never ceased. It may well be that even under these conditions of 
perfect free trade the same countries would be industrial that are 
industrial today. But history, economic and political, has made for 
an “ossification” of world economics, and only very slowly can it 
undergo changes which may lead it to a situation similar to that 
which prevailed throughout the nineteenth century. Any compari- 
son of the present with the British or German development during 
its period of industrialization is therefore futile. In so far as Japa- 
nese industry does not only participate in the growth of foreign 
trade, but makes inroads into markets which are considered to be 
the ‘“‘possession”’ of industries of other countries, it will meet re- 
sistance and perhaps restrictions which will drive it to less favor- 
able markets. 

In this struggle for markets one point has been widely discussed 
which I have only mentioned: the “low” standard of living in 
Japan. It is undoubtedly true that the average money income, for 
farmers as well as for workers, has always been and is extremely 
low, as a result of the poverty in natural resources. It is equally 
low in terms of commodities, much lower, for example, than that 
of Austrian or Polish workers.1 But this poverty is not—as the 
Japanese rightly insist—indicative of a lower standard than that 
of the Austrian or Polish workers. Comparisons of standards re- 


quire a common basis and therefore they make sense only if the 


way of living is comparable. Wages throughout the world have 
been compared under the preconceptions of western standards of 
food, apartments, clothing, services. 

Great as the national differences are between France and Great 
Britain, or’ between Great Britain and oversea countries, these 
nations are in some respects related. Even backward countries tend 
*In 1934 the daily wages of Austrian miners were about g schillings, or 6 yen, and 
the weekly wages of Polish workers 27 zloty (men and women including young 
persons) , or 18 yen, whereas the daily wage of skilled Japanese workers was about 


2 yen. (Computed on the basis of figures contained in the Yearbook of Labour Statis- 
tics, edited by The International Labour Office, Geneva 1936) . 
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to adapt themselves to western modes of life. In Africa, for ex- 
ample, where there existed no genuine elaborated culture, the 
primitive native way of living is gradually being superseded by the 
western civilization. Japanese culture, however, was elaborated to 
the utmost refinement before the country was opened, and it has 
held its own against the influences of westernization. 

Japanese culture is characteristically “democratic.” Social esteem 
does not depend on the scale of income, because the main values 
—which are aesthetic—can be realized and enjoyed on every level. 
These ways of living developed when the majority of the popula- 
tion, like the majority of Europeans too at that time, had to dis- 
pense with all but elementary necessities. Many centuries back 
the farmer’s house, his clothes, his dishes, everything that sur- 
rounded him, and even his manners, reflected the ideals of the 
upper classes, and the enthusiasm for beauty in nature and art was 
common to the whole population. Within the narrow boundaries 
of scanty means the Japanese, living within his family, in his simple 
house and clothed in an inexpensive kimono, could feel that dig- 
nity which had to be conquered in Europe through political revo- 
lution. Indeed, even suppression, arbitrariness and ruthless ex- 
ploitation, as they prevailed during the later period of the Toku- 
gawa regime, did not destroy this common basis of a culture which 
did not need expansion of income or consumption in order to 
survive.! 

The traditional standards of Japanese daily life require of the 
lower income classes lower expenditures, especially for food, cloth- 
ing and rent, than are required of comparable classes in the west, 
but higher expenditures than in the west are demanded of the mid- 
dle as well as the upper classes; thus the latter will change to western 
ways if they cannot afford the Japanese luxury which they are 
supposed to display. The Japanese worker, as well as the farmer, 
as long as he can maintain his Japanese way of living, will be able 


2 An attempt to analyze this unique cultural situation of Japan is to be found in 
Japan-Europa, Wandlungen im fernen Osten by Emil Lederer and Emy Lederer- 
Seidler (Frankfurt 1929) . 














he 
ras 
ies 
le 


ig- 








JAPAN IN WORLD ECONOMICS 29 


to continue on an income on which a European worker in Japan 
(even if he were Polish or Russian) could not exist. The Japanese 
worker lives on a very modest diet, meat, bacon, butter and eggs 
being almost unknown to him. The “machine age,”’ which changed 
so much the diet of European workers, has so far not brought great 
variation in the Japanese ways of eating, and it is possible that 
mechanization, which reduces the exertion of workers, and sport, 
which makes bulky food digestible, will permit the Japanese to 
continue on their inexpensive food. 

As long as this situation persists—and it is persisting in the tex- 
tile industry and in all small shops and crafts—and as long as an 
oversupply of labor is at the disposal of the Japanese entrepreneur, 
wages may remain at their traditionally low level, in spite of in- 
creasing efficiency and better quality of work. The theory that in 
the long run equal work demands equal wages is a myth, and it 
will be increasingly understood as a myth when Chinese industries 
too begin to compete in foreign markets. 

It may be that the situation will change somewhat with the 
increasing influx of agrarian population to industrial districts. The 
industrial slums, which first developed as shelters for factory work- 
ers, may house masses of people who have lost the traditional roots 
in their families, and who can offer no resistance to circumstances 
that are devoid of all decency. These proletariat masses are poten- 
tially revolutionary, but as long as the present social divisions are 
maintained the supply-demand situation on the labor market will 
work itself out without changes through political or trade union 
influences. And in this situation labor costs will not tend to in- 
crease. ‘Thus Japanese industry will have a chance to compete suc- 
cessfully on almost any market, unless quantitative restrictions in 
foreign countries limit the volume of Japanese imports. 

A further important factor in the situation needs consideration. 
The pressure of population coincides with the political aims of 
the Japanese empire. Japanese foreign policy probably set its pres- 
ent goals as early as the victory over China, or at least the victory 
over Russia. The latter seemed the confirmation of Japan’s celes- 
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tial mission; the subsequent growth of the population and the 
building up of a great industry seemed to bring every goal within 
easy reach. In Japan, as in Europe, increase of population was 
taken as an index of political power, and suggested expansion; 
later, when the limits of Japan’s productive capacity became appar- 
ent, the population pressure served as the final reason for justify- 
ing any, even the boldest, venture. Thus Japan set as its goal the 
political and economic domination of China, especially North 
China, making huge capital investments there. 

The Japanese influence in China cannot fail to precipitate her 
industrialization too. This process is closely connected with the 
nationalist movement, which in the long run will lead to a fight 
against Japan in every field. It appears that the stage will soon 
be reached when even the conservative groups in China will be 
drawn into this movement. It will be furthered by the Chinese 
feeling of cultural superiority. On the other hand Japan itself will 
retain its determination only if it continues to believe in its mis- 
sion, a belief which is based on faith in the celestial origins of the 
country and the dynasty. Only by the conservation of this old faith 
will the Japanese people be ready to make the sacrifices that 
are required by the policy of aggression, conquest and economic 
expansion. 

Japan is proceeding in this direction against heavy odds. The 
crucial point may be the enmity against Russia. It is worth men- 
tioning that long before Germany discovered its hatred of Russia 
—with which it had such a natural alliance soon after the war— 
Japan maintained that bolshevism is the real danger, and that any 
step against the destructive ideas of bolshevism would be in “‘self- 
defense.” As the obviously official ““Document B’? points out, a 
state is founded not only on its wealth and power, represented by 
the army and navy, but primarily on ideas. Bolshevism, it con- 
tinues, by the spread of its ideas tends to undermine the basis of 
the Japanese state, that is, belief in the celestial origin of the state 


1 Prepared fer the Lytton Committee in order to serve as justification of the Japanese 
policy in Manchuria. 
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and the dynasty. There is no place in eastern Asia for two contra- 
dictory basic ideas—and historic right is on the Japanese side, in- 
asmuch as the Emperor cannot be wrong. 

It is understandable that Russia should be chosen as the arch- 


enemy. Russia is Japan’s only serious rival in China. Furthermore, 
bolshevist ideas can fall on fertile soil in Japan as soon as the indus- 
trial proletariat begins to realize that it has no root in Japanese 
soil and that it has no hope for a decent living in an overcrowded 
country with increasing taxes, with an increasing burden of mili- 
tary service, and with exports meeting barriers in foreign coun- 
tries. The farmers’ situation is another weak spot. Though the 
farmers’ unrest served recently as the basis for fascist tendencies, 
it contains so many radical elements that it can turn also to another 
direction.? 

And a greater danger than all these difficulties within Japan may 
tise in the future from the growing wealth of Russia, the increas- 
ing standard of living in a deliberately planned economic system, 
which will attract the masses throughout the world. Here too, the 
parallel to Germany is striking: for both these imperialistic coun- 
tries Russia is a menace, a real menace, because it threatens the 
spiritual foundations of these regimes by its example of another 
foundation; and the danger of this example will be the greater 
the longer Russia is able to maintain peace. The fight against Bol- 
shevism is indeed in self-defense—not of the countries, but of the 
regimes, which could not continue with the building up of an over- 
whelmingly wealthy and powerful socialist state on their borders. 
History has set the scene for an epoch-making diversity of ideas 
and politics in the Far East, the more momentous since economic 
cooperation between Japan, Russia and China, and as far as I can 
see it, only economic cooperation among these countries, would 
make it possible to solve the problems with which the way of Japan 
is beset. 


Japan—with its tremendous pressure of population; with the 


* Cf. Lederer, E., “Fascist Tendencies in Japan” in Pacific Affairs, vol. 7 (December 
1934) P. 373. 








32: SOCIAL RESEARCH 


amount of arable land per person scarcely larger than a tennis 
court, and its last square foot cultivated with methodical skill 
through many generations, without producing more than a bare 
subsistence; with the necessity of importing the main raw materials 
and paying for them with the labor of poorly nourished workers; 
with a great part of the national dividend spent for the “defense” 
of a country which no one would attack; with an ancient culture 
which bequeaths its people pride and audacity, and with a people 
ready to conquer the world and to dominate it but at the same time 
lured into an alien western civilization, difficult to grasp and em- 
barrassing in its strangeness; with the ruling classes sensing the 
threat from within and having nothing to set against it but an 
ideology unintelligible to the uprooted masses and an armament 
against powers which month by month increase their advantage. 
In this country a government leads its people toward unknown 
goals which offer no solution for the difficulties and deny the force 


of realities. 
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WHAT MARX MEANS TODAY 


BY EDUARD HEIMANN 


Waar Marx means today—this question I propose to discuss in 
its scientific, not its political sense, that is, without entering into 
the related question of what Marxism means today. After decades 
of untiring discussion, with libraries filled by heated controversy, 
with passions aroused by the bare name, it is full time to examine 
how far the concepts used by Marx are still tenable, how far we 
may, and have to, follow his lead in order to understand social- 
economic development, and what his doctrines tell us in the light 
of later events. This brief survey will draft the main lines of the 
huge structure of Marxian thought and discuss some of the crucial 
points.? 


I 


Economic Theory 


Marxian economics appears to be infinitely superior to modern 
orthodox theory in its sense of reality. Marx grasps the kernel of 
reality, its pressing problems and fundamental changes, the trans- 
formation of small scale production into large scale, the corre- 
sponding conglomeration of formerly independent workers as 
dependent laborers, the related transformation of a smoothly work- 
ing competitive market into a market hampered by manifold 
monopolistic elements, the reflection of this change in foreign 
trade policy and its transition from free trade to protection. Such 
changes are not denied by orthodox theory but they are ignored 


*A far more detailed discussion of Marxian economic theory, and of the criticisms 
produced against it, is reserved for a later date. It must suffice here to refer the 
reader to my article, “Marx’ Bedeutung fiir die Entwicklung der Nationalékonomie,” 
reprinted in E. Heimann, Kapitalismus und Sozialismus (Potsdam 1931) pp. 165-71 
and 247-49, and to a similar article, somewhat more elaborate, by Oscar Lange, 
“Marxian Economics and Modern Economic Theory” in Review of Economic Studies, 


Vol. 2 (1935) pp. 189-201. 
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in the elaboration of its system; they may be treated, but it is only 
incidentally. Though they are problems of reality they are still 
not recognized as the material of theory, with the gravest conse- 
quences not only for the public reputation of this theory (which 
would not in itself be a decisive objection) but for its achieve- 
ments. 

The idea suggests itself to attribute this obvious advantage of 
Marxian theory to the fundamental concept upon which it builds 
up its system. This concept is labor value. It contends that all 
value embodied in commodities, and manifest in the prices people 
are willing to pay in exchange for them, derives from the labor 
invested in their production. Accordingly the participation of 
non-working profit-recipients in the proceeds is seen as a deduction 
from what ought to be wages. Capital is regarded not as an inde- 
pendent factor of production, but as the means of forcing this de- 
duction upon the laborer, who must submit because otherwise 
he has nothing to live on. This concept of labor value and exploita- 
tion is considered to be the foundation of the economic mechan- 
ism and its changes, and therefore may seem to be mainly re- 
sponsible for the merits of Marxian theory. In opposition to this 
belief it will be shown that the labor value theory is first, logically 
untenable, second, inapplicable to the practical problems arising 
within capitalism, third, unnecessary for the true objectives of the 
Marxian theoretical system, and fourth, that it has been given up 
in Russia—all of which leads to a deduction that some other ele- 
ment must be the essential factor in Marxian theory. 

The theory of labor value is untenable for various reasons, of 
which only the most fundamental can be cited here. If it is as- 
sumed that profit is the gain of exploitation, profit will flow only 
from employing labor and, under the further assumption of an 
equal rate of exploitation throughout the field, will be propor- 
tionate to the number of workers employed. Now, in opposition 
to its interest in employing as many workers as possible, capital 
must also buy materials and tools in order to give the workers em- 
ployment. The use of these material means of production does not 
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yield profit however, since they have to be fully paid for. The 
builder of the machine exploits the workers engaged in its produc- 
tion and pockets the profit, constituted by the difference between 
their wage and the labor value of their product as represented by 
its selling price. For the user, however, whose payment covers both 
wage and profit of the preceding stage, the machine is no direct 
source of profit but only the indispensable means for employing 
and exploiting workers and drawing a profit from them. 

How many workers a capital of given size can employ depends 
on the technique prevailing in the particular industry. ‘The more 
mechanized an industry the smaller the portion of its capital di- 
rectly devoted to hiring workers, and the lower therefore the rate 
of profit, meaning the ratio of the proceeds to the total capital. 
In the course of technical progress the general rate of profit is 
therefore bound to decline, thus leading to a crisis and the eventual 
self-destruction of capitalism; this line of thought will be pursued 
later. At any given moment different degrees of mechanization 
and of capacity for human labor per unit of capital prevail in dif- 
ferent fields, with the consequence of a difference also in profit 
rates. If profits are in proportion to the number of workers em- 
ployed by given capitals they are not in proportion to the size of 
the capitals. This induces newly formed capitals to seek investment 
only in the more profitable, less mechanized fields. It follows that 
supplies in the first group of industries increase and prices per unit 
of product fall, while supplies in the second group relatively lag 
behind and prices therefore tend to rise. The process continues 
until prices deviate from the original positions enough to include 
equal rates of profit in the various fields. Prices are now below 
values in the first group, because these values included a profit 
higher than average, and prices are above values in the second 
group, because these values included a profit lower than average. 
Under the profit motive the capitals tend to be so distributed 
among the various industries as to equalize their chances. Aggre- 
gate profit, the total gain from exploitation, is not affected; it is 
only redistributed in equal rates regardless of the contingencies of 
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prevailing techniques. This is the Ricardo-Marxian theory of 
prices, in which prices are linked to labor values in a strict de- 
duction. 

The deviation of prices from the values which represent the 
efforts of the workers is not supposed to affect the buyers. It is true 
that they pay less than value in certain cases and thereby make a 
gain, but they have to pay more than value in other cases and 
thereby incur a loss which cancels out the gain. What the buyers 
deduct from the values and profits of the first group they add to 
the values and profits of the second group, thus transferring the 
excess profits of the first group to the second. The entire analysis, 
however, ignores the fact that consumers are divided by the same 
class division as producers, since they are identical with producers. 
The various products may serve different classes; one class may 
pay more, another class less, than the value of its consumption 
goods. Unless gains and losses cancel out within each class, for 
which there is not the slightest indication, the most different de- 
grees of final exploitation are compatible with the assumption of 
an initially given degree of exploitation in production. The work- 
ers exploited as producers may be further exploited as consumers, 
or they may get a part or finally the whole of the excess profits 
back in the form of prices below values.? The amazing divergences 
in the capacities for labor of various industries, ranging from 
needlework to power stations, and the corresponding divergences 
in the original profit rates, require the transfer of a very con- 
siderable fraction of aggregate profit and expose this amount to 
the possibility of being refunded to the exploited. This implies 
that capitalist-sellers in a mechanized field would raise their profit 
to the average rate at the expense of their capitalist-buyers, who 
might have received their incomes in the same way in the preced- 
ing period of production, and so on possibly in infinite regres- 


1 Das Kapital, vol. 3, pt. 1, sect. 2. 

*A former statement of the argument (Heimann, Kapitalismus und Sozialismus, 
cited above, p. 248) was mistaken in saying that the total assumed profit might be 
refunded in this way. 





| 


— —, ia 


Oo = -" §-Pp C fF DD 














WHAT MARX MEANS TODAY 37 


sion. ‘To sum up, the assumption of an initial gain of exploitation 
incorporated in the value of the product reveals nothing of the 
true composition of prices and profits. 

A second indictment of the doctrine of labor value is that it is 
not applicable to the practical problems within capitalism; the 
reason is its concentration on the analysis of cost while remaining 
silent on the response of demand. It defines the equilibrium posi- 
tion of prices as determined by if not coincident with labor invest- 
ment, but it cannot analyze the transition from one equilibrium 
position to another as cost changes, because it ignores the structure 
of demand. In the case of a tax on production, for example, the 
questions of whether and to what extent consumers can be forced 
to bear the tax in the form of a higher price, or whether their un- 
willingness will shift the burden back to sellers, entirely depend 
upon the structure of demand. A change of the discount rate works 
for a change of the cost structure, and the effects of this change on 
prices are governed by the response of demand. It may be re- 
marked incidentally that demand itself is not independent of the 
cost structure. 

Even if these particular measures that exist within capital- 
ism are inaccessible to a mere cost theory it may still be contended 
that the total movement and development of capitalism are ade- 
quately reflected by that theory. A phenomenon of such over- 
whelming importance as monopoly, however, cannot even be ap- 
proached from that angle, because monopoly price is by definition 
a price divorced from the cost basis and determined by the pur- 
chasing power and willingness of consumers. And most important 
of all, even the fundamental movement of capitalism in cyclical 
fluctuations about the (changing) cost basis resists an explanation 
by a theory which treats only an equilibrium position of prices in 
relation to costs.2 One would dodge the true problem if one were 
content to say that the entire cycle of boom and crisis is only one 


“Cf. Emil Lederer, Grundziige der ékonomischen Theorie (Tiibingen 1922) p. 
105; new edition under the title, Aufriss der Gkonomischen Theorie (1931) p. 175. 
* Cf. Lange, op. cit. p. 196. 
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of the fluctuations about the cost basis. It is true that the Marxian 
(and indeed the Ricardian) principle contains the germ, however 
undeveloped, of a theory of the crisis in its contention that profit- 
able sales are prevented by the contraction of consumers’ buying 
power, resulting from the mechanization of jobs. But there is no 
way at all from this principle to the phenomenon of recovery. 


That is why Marxism resorts to a political theory of imperialism ° 


as a substitute for an economic theory of recovery, and states that 
‘ capitalism can be revived and provided with new prospects of profit 
only by the annexation of new markets and the like. In the absence 
of this expedient a revival appears impossible, and every economic 
crisis is taken for the last and decisive crisis of capitalism. Thus 
the inadequacy of the theoretical principle is by no means harm- 
less in practical policy. 

Thirdly, the theory of labor value is unnecessary for the trend 
of Marxian thinking itself. Nothing in the program depends on 
that theory, nothing follows from its breakdown. Independently of 
one another Friedrich von Wieser and John Bates Clark have 
elaborated what Clark calls the distinction between functional and 
personal distribution of income. Granted that a necessary function 
in production draws a corresponding income, the distribution of 
functions among the individuals and groups becomes a separate 
problem and is not at all included in the distribution of income 
among the factors. Marx considers capital as nothing but a means 
of exploitation which does not produce value but serves only to 
transfer produced value from the proper producer, the laborer, to 
his employer. The insoluble difficulty that we have already found 
in the theory originates in this fact, that in Marxian theory profit 
is in proportion not to the size of capital but to its capacity for 
employing labor. If capital is assumed to be a genuine factor of 


production, whatever its function, the difficulty vanishes. Both 
factors, capital and labor, contribute to their mutual product and 
each draws from the final value a share equivalent to that contri- 
bution; the returns to capitals therefore tend to be proportional 
to their sizes. On the other hand, if capital and profit are necessary 
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under any economic system, the systems will be differentiated 
according to their arrangements for the ownership and manage- 
ment of capital and for the ensuing afflux of returns. With returns 
to capital legitimately belonging to the owner of capital the ques- 
tion of who shall own the capital still remains undecided, and can- 
not be decided by an economic theory of value and price. The 
refutation of the theory of exploitation does not refute the idea of 
exploitation but removes it to its proper field. Orthodox economic 
theory is neutral in the social conflict, as can best be seen from the 
fact that in this theory, as in the Marxian, the reason why the 
laborer does not receive the profit is that he does not own the 
capital. 

And finally, the theory of labor value has been given up in 
Russia. Orthodox theory applies its doctrine of the factors of pro- 
duction to sovietism as to capitalism, and declares that here too 
profit must accrue to capital and must belong to the owner of 
capital, the labor state. Marxian theory, however, is necessarily 
at a loss as to what to make of the continued existence, after the 
destruction of capitalism, of what it regards as the means of capi- 
talistic exploitation. And again Marxian theory is compelled to 
resort to a political in the absence of an economic explanation, 
and justifies profit as the fund of accumulation for erecting the 
structure of socialist economy. This fund, however, may very well 
be accumulated in various other ways, as by taxation and savings, 
which in fact contribute toward it today, with the consequence 
that the proceeds of business appear as a separate economic cate- 
gory. 

Moreover the insistence of the Russian economic policy upon 
adequate management of its capital, that is, upon adequate re- 
turns, implies the admission that such returns are not a tax arti- 
ficially laid upon production but a natural and, as it were, obliga- 
tory fruit of production. In other words, as the class function of cap- 
ital expires with the extermination of class ownership the economic 
function of capital emerges. The division between Russian theory 
and Russian practice does great damage to that practice; the latter 
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betrays the fact that there are no applicable yardsticks to measure 
its achievements. In any case, the labor value theory and its denial 
of a productive function of capital fit the international problems 
of a socialist economy no better than they fit the problems of a 
capitalistic economy; therefore they are discarded in the practice 
of the labor state. 

The merits of the Marxian theory of capitalism are, however, 
not founded on the concept of labor value and are not affected by 
its breakdown. Rather is it the discussion of labor-saving tech- 
nology that occupies the center of Marxian economic thinking, 
thereby converting it to a model performance for any realistic 
dynamic theory. Its special method and the nature of its achieve- 
ment require some elucidation. 

The growth of labor-saving techniques is not merely presup- 
posed by Marx as an assumption, or as a given circumstance among 
other conditions, but is derived from the special concatenation of 
events under capitalism. The progressive entrepreneur who saves 
wages is in a position to enhance his individual profit. In Marx’s 
analysis this is presented not as a desirable but as a necessary im- 
provement in order to escape from the pressure of declining profit 
rates. With the growth of labor-saving devices in general the aver- 
age capacity of capital for labor shrinks (at least relatively) , and so 
also the rate of profit. This tendency is a menace to every entre- 
preneur and to the system as a whole. In this situation the progres- 
sive entrepreneur breaks through the narrowing bars and conquers 
an extra profit in excess of the prevailing rate by saving a part of 
his expenditure for wages. So long as the others do not follow suit 
the entire market is only slightly influenced by one participant's 
change of cost and supply; the price per unit too is only slightly 
affected, and the progressive firm has an increasing margin of 
profit. 

But competition generalizes the new device, and with costs 
reduced all over the field prices are bound to follow the downward 
trend of their bases. As a result not only is the individual extra 
profit swept away but the general rate of profits is pressed further 
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down. Again the search for individual improvements starts, with 
the same rhythm of effects, temporary extra profits interlocking 
with and leading to further reduction of the general rate of profit. 
Thus Marx makes the system dynamic; it is driven by an inner 
urge in the direction of labor-saving capital accumulation, corre- 
sponding proletarianization and that paradoxical self-destruction 
which is symbolized by the inescapable downward tendency of 
profits. 

Now this analysis is not conditioned by its basis in labor value 
theory. That the profit rate declines as aggregate capital grows is 
as natural to any theory as is the expediency of cost-saving devices 
in attaining temporary extra profits. In fact Schumpeter’s theory 
of economic development through the business cycle may easily be 
conceived as the translation of this Marxian view into concepts of 
orthodox theory. Moreover, the Marxian presentation contradicts 
and refutes rather than illustrates its own theoretical basis. Since 
the prevailing rates of profit and wages are determined by the pre- 
vailing productivity of labor—their sum constituting the total 
value of labor’s product and the two shares depending on the labor 
cost of the minimum standard of living—the extra profit belongs 
to a different degree of productivity contrived and realized by the 
single firm. To enhance the productivity of labor above the socially 
recognized level is a positive productive function which can in no 
sense be credited to society as a whole or to the laborers concerned, 
who know nothing of it. Whether or not the aggregate product on 
any given level of productivity is attributable only to labor, and 
the technical equipment of labor interpreted as social property in- 
herited from a historical process, the transition from any level to 
the next is individually achieved and individually rewarded in the 
form of temporary extra profit. That this is a special, genuine and 
legitimate source of profit must be conceded even if one adhere to 
the theory of labor value and exploitation in general.1 Much then 
depends on the numerical relationship between dynamic individual 


*Cf. Heimann, E., in Archiv fiir Sozialwissenschaft, vol. 45 (1919) p. 532, and 
Mehrwert und Gemeinwirtschaft (Berlin 1922) p. 72. 
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extra profits and static general profits. But the dynamic character 
of the entire system is surely unfavorable for the Marxian claim if 
this is restricted to static average profits, and at any rate the driving 
force is revealed as alien to the concepts of social productivity and 
labor value. 

The true merits of the Marxian construction come to the fore 
when it is confronted with the shortcomings of orthodox theory. 
This theory has developed and refined the instruments of analysis 
to an efficiency undreamed of in Marx’s time, but has not known 
how to use them.’ Equipped with all the tools for analysis of a 
movement it still insists upon analyzing an equilibrium position. 
Its professed topic is the adjustment of outputs, prices and incomes 
to given and possibly changing conditions. As far as it goes its 
work is of irreproachable cleanness and of stupendous sagacity and 
refinement. But in the conditions themselves and in their changes 
it is not interested, leaving to historical and statistical investigation 
the task of ascertaining which conditions prevail in a given market. 
And even this is not the whole story. All thinkable conditions are 
logically put on a par, with the effect that the selection and com- 
bination of particular conditions for any special analysis appear 
entirely arbitrary. No concatenation of conditions is distinguished 
as representing our reality, no inherent movement of conditions 
depicts the movement of reality. This theory prides itself on being 
entirely formal, on fitting all possible patterns of life and ignoring 
the distinguishing features of our pattern of life. Marx on the con- 
trary does not choose arbitrary conditions but derives the set-up 
and change of his conditions from an initial concatenation in his 
system. He does not consider all possible conditions alike, and in 
higgledy-piggledy combination, but he selects a definite self- 
coherent set of conditions and driving forces, so as to depict our 
complex and self-coherent reality and grasp the working of the 
economic mechanism within it. In other words, he does not banish 
economic sociology from economic theory but makes economic 


1The two following paragraphs draw heavily on Adolf Léwe, Economics and 
Sociology (London and New York 1936) . 
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ter sociology the framework within which economic theory describes 
1 if the market process and its manifold repercussions on economic 
ing sociology. 
ind Marx had a predecessor of equal power, rank and historical influ- 

ence in Adam Smith. Smith too had written under the assumption 

ore of a definite self-coherent set of conditions, but being Marx’s senior 
ry. by three generations he saw a world different from the Marxian 
ysis world. The technique known to him was not labor-saving but 
wn labor-demanding, not displacing labor but strengthening it tech- 
f a nically and in its economic relations. Consequently the capital ac- 
on. cumulation which Marx presented as reducing the demand for 
nes labor was supposed by Smith to increase the demand for labor and 
its to raise wages. Thus he was led to the optimistic picture of gradual 

ind equalization and democratization of incomes, all this in strict con- 
ges trast to Marx with respect to the material contents of the two doc- 
ion trines, but in exact parallelism to Marx methodically. Marx may 
et. be said to have merely renewed Smith’s theory under the condition 
are of labor-saving technique— which certainly does not detract from 
m- his greatness. After Marx and after the breakdown of his theoreti- 
ear cal concepts, Schumpeter first and alone undertook to rewrite the 
ed system of capitalistic development with the concepts of modern 
ons theory, and is for this performance wholly unrivaled among con- 
ing |  temporaries. No one will contend, however, that he is the equal of 
ing Smith and Marx. His work lacks the social dimension so magnificent 
on- in the two others, and even his economic picture, consistent as it is 
up in itself, is in one important respect not the likeness of reality, for 
his it describes the growth of capitalism in the rhythm of expansion 
in and contraction without referring once to its precipitation in fixed 

elf- capital and to the problems inherent in the problem of fixed capi- 
yur tal. Keynes too might have attained the highest honors of eco- 
he nomic science, but his general theory of employment, inspiring as 
ish it is, does not even mention, among the factors determining the 
nic volume of employment, the capacity for labor of a given technical 
ind structure. Of all living theorists John Maurice Clark seems to have 

*Peltzer, Ernst, Der Darlehenszins und der reale Kapitalzins (Jena 1932) p. 5. 
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contributed most toward the new realistic dynamic system. Marx’s 
work, however, remains by far the most comprehensive and impres- 
sive model of what we have to do.! 


II 


Social Theory? 


Economic development is supposed by Marx to lead to ultimate 
social harmony. Realistic and caustic as is his criticism of liberal 
harmony theory, he nevertheless adheres fundamentally to the 
same pattern of thought, as has often been remarked. The change 
he brings in is indeed far-reaching and revolutionary but it cannot 
obscure the more fundamental unity. The belief in a necessary 
natural harmony can be replaced by a belief in a necessary histori- 
cal harmonization. Harmony is by no means present in our ex- 
istence, torn and tormented as it is; but all its agonies and atrocities, 
all its exploitation and suppression, are unconscious and indispen- 
sable steps to the final and already visible liberation, perfection and 
harmony. 

This theory is optimistic about the future course of history be- 
cause it is optimistic about the nature of man and society. It is ig- 
norant of the possible complications of and deviations from the 
predicted course because it is ignorant of the creative power of 
man to breed the non-predictable, be it good or evil. It is ignorant 
of the demonic and tragic ingredients of human life and takes 
them for correctable mistakes. They not only can but they ines- 
capably will be eradicated. History, by a mysterious power, is so 
prearranged as to lead from sinister previous stages through the 


* The institutionalist and behaviorist school in the United States, like the older 
historical school in Germany and England, is justified in its bitter denunciation 
of the empty formalism of orthodox theory and in its realistic approach. But it 
ignores the unique achievements of that theory and therefore misses the integration 
of its own institutional analyses into an economic system, the translation of institu- 
tional facts and behaviorist forces into moving economic magnitudes. Emil Lederer, 
op. cit., must be credited with the first competent attempt toward an integration of 
sociological concepts into modern economic theory. 

*For an elaboration of the points made in sections 1 and 1m the author may refer 
to a book of his, now in manuscript, on Communism, Fascism and Democracy. 
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terrors of capitalism to the ultimate salvation of mankind, with the 


inescapable necessity of a causal law in which the last effect is in- 
herent in the first condition. Marx himself was agnostic, and did 
not inquire into the miracle responsible for this arrangement of 
history; his successors established a creed of belief in what may 
aptly be called an idealism of the means of production, after having 
rejected the untenable belief in the idealism of man as he is. 

Without drawing more general consequences from these sugges- 
tions, we may focus our attention on one point in the Marxian doc- 
trine that is important for the analysis of the present and its trend. 
This point is the predictability and calculability of the future 
(which by no means imply an absence of human responsibility and 
decision, as often assumed) . Present tendencies are merely extended 
into the future, and nothing new can interfere with the straight 
line of this historical advance; knowing the present and its driving 
force we are sure of the future. The application is familiar: since 
the capital-equipped and machine-using larger plant of production 
is superior in competition to the individual unequipped crafts- 
man, it follows that mechanization and unification will seize all 
fields of production; the workers are deprived of their former inde- 
pendence in their small shops and at the same time are trained in 
communal work in the large plants; eventually they reestablish 
communally the independence and property which they lost indi- 
vidually. The entire deduction hinges on the predictability of the 
future technique of production. 

Now Marx’s technological principle is ambivalent, or rather, it 
combines conditions which need not and partly cannot coincide: 
the growth of mechanical power and the increase in the number 
of workers employed at the machines. This second condition is 
needed for the argument’s contention that the workers are trained 
in communal work, which shapes their lives and minds and politi- 
cal ideas; an essential part of this hypothesis is that the workers are 
not displaced. A combination of the two conditions to the effect 
that both capital and employment grow, but capital more rapidly 


than employment, would retain the contention of a fall in the 
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profit rate but would still not allow for the displacement of the 
workers and the pressure of the unemployed upon wages. For the 
displacement to be logically derived from the argument it would 
be necessary to assume an absolutely shrinking demand for labor, 
which would, however, exclude the communal training of the work- 
ers. The two contradictory statements are used in Marxian theory 
according as one or the other is needed for the special problem 
under consideration. This confusion is in itself indicative of how 
impossible it is to predict the future types of inventions and dis- 
coveries. No doubt both types of innovations exist side by side— 
those which save labor in the strict sense and those which demand 
a growing number of workers to operate the even more rapidly 
growing machinery. In what proportion they exist at present it is 
impossible to say; far more impossible is it to predict the future 
proportion of the two types in reference to inventions unknown 
today. But most significant of all, if the machine replaces labor, 
which it certainly does in many inventions, this does not necessarily 
mean a dismissal of workers formerly employed, but may mean a 
possibility of increasing output and efficiency without increasing 
labor. ‘The small unit of production equipped with mechanical 
power receives a chance which it did not have in the era of labor- 
demanding machines. This is not only consistent with the Marxian 
formula but it is a fact in certain fields of production. The era cor- 
responding to the Marxian description may be defined as increas- 
ing the number of industrially employed and thereby confirming 
the communal pattern of industrial work, while periodically punc- 
tuating this trend by fitful innovations and dismissals. But this 
combination of various elements is a mere chance coincidence, and 
it is by no means the only possible form of the technological prin- 
ciple. A whim of history delayed innovations of the strictly labor- 
saving type in important fields; farming inventions, for example, 
were reserved for the recent developments of technology in which 


labor is no longer needed to enhance efficiency. 
Thus is wrecked the Marxian polarization of society into two 
classes only — big owners and propertyless workers. It is true, and 
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is of the utmost importance, that this scheme materialized in the 
facts of industry and other fields of similar structure; here the anal- 
ysis of the problems of capitalism as given by Marx is directly ap- 
plicable and verifiable. What that signifies in a fair appraisal of 
Marx’s performance need not be stressed. But of course it is of 
equal importance to note that along with the rise of capitalism and 
communal work in many fields, individual work rises in other 
fields, with the result that individual and communal work stand 
side by side in different fields on new technical bases. Post-Marxian 
Marxism denies the facts and proposes to make up for the “lag” of 
the individual pattern of work by “hastening” the “historically 
necessary” transformation into communal work. This interpreta- 
tion of historical necessity as that which unfortunately does not 
happen spontaneously, follows from the Marxian belief in the cal- 
culability of the future. 

A further point to be considered is the contention that economic 
development will lead through this general polarization of society 
to the culmination of history in the social revolution. The name 
given this event is perfectly expressive of its meaning. In the 
Marxian system, where economic events are taken as determining 
the social “superstructure,” a social revolution does not include an 
economic revolution but means a revolutionary adjustment of the 
social organization to an already existing, differently organized 
economic foundation. In the practical case, therefore, social revo- 
lution means the deliberate communal organization of what is, by 
virtue of the supposedly all-prevailing technology, communal work. 
Under this technology the workers experience their community 
positively in their work and negatively in their sufferings under 
private domination, and are thereby led to give their communal 


*Two important qualifications, however, appear indispensable. First, growing 
capacity for labor in these fields favors clerks and engineers rather than proletarian 
workers. This directly follows from the complicated and refined type of modern 
machinery and has frequently been discussed, together with the prospects for the 
future of pure labor parties. Second, in transportation, long considered the domain 
of the largest enterprises, the individually operated automobile is making headway 
at the expense of the centralized railroad system. Even here, therefore, present 
tendencies ij; the form of operation are far from pro-Marxian. 
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work its adequate communal form and organization. Communal 
work reshapes the men and their minds and ideas, and thus the 
social and political future; but this communal work need not (and 
cannot) be artificially established because it is already existing— 
in fact in many fields, supposedly in all—as the paradoxical out- 
come of capitalism. Again the change of meaning achieved by 
post-Marxian Marxism is evident, in its attempt, by the social 
revolution, to establish universal communal work as the economic 
foundation upon which to erect the all-inclusive communal super- 
structure. Contrary to the effects of the erroneous Marxian tech- 
nological forecast, the true significance of a social revolution con- 
sists of satisfying the genuine needs of the people as they arise 
from their experiences in their work. 

The next step is the definition of that communal organization, 
as contained in the most often quoted, but universally ignored, 
chapter of the entire Marxian work." Socialization, according to 
Marx, has to “restore individual property on the basis of the co- 
operation and the common possession of the earth and the means 
of production.” The formulation is paradoxical, but its meaning is 
clear. The individual property to be restored is not the legal ar- 
rangement of property, which is instead defined as common pos- 
session; individual property means the human rights of man in his 
work, his faculty of self-expression, of self-realization in the work — 
these terms are used by Marx in countless passages of his earlier 
writings.” This liberation of the personality is of course not only 
brought about but is also conditioned by the “cooperation,” the 
requirements of the communal work; man is given his individual 
freedom in the frame of the community. The most far-reaching 
and profound problems of socialist organization are involved here. 
The decisive point, however, is the yardstick thus established for 
measuring socialist institutions and policies. An economic change 
is no end in itself, but is an indispensable means for the self-reali- 


1 Das Kapital, vol. 1, ch. 24. 
*Cf. Der historische Materialismus, ed. by S. Landshut and J. P. Mayer (Leipzig 
1932) . 
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zation of man, a self-realization symbolized as man’s individual 
property. 

Now Marx obviously has no difficulty in achieving the transi- 
tion from the institutional to the human aspect of socialization; 
given the first the second will follow automatically by virtue of the 
most elemental inner urge of human nature for its self-realization 
in freedom. This of course is no economic deduction at all, and it 
becomes evident that an economic ‘deduction which leads to that 
supreme bliss can be made only on a conception of human nature 
which is aware solely of this one liberty-loving and rational side 
and is ignorant of other human possibilities. In the light of this 
consideration the human ambiguity of socialist institutions be- 
comes visible. Socialism may serve as the institutional form and 
basis of democratic freedom for its workers; but it may very well, 
on the other hand, be the adequate form of a totalitarian ambition 
and may swallow up all personal life and spontaneity. This possi- 
bility can no longer be denied. The alternative is not economic; 
the institutions may be identical in both cases, and the decision 
clearly depends on the spirit in which they are shaped and used. 
Thus the Marxian vision of individual property as the goal of - 
socialism contains not a historical law but a spiritual command- 
ment, and should be deliberately cultivated and taken as a warning 
lest socialism be stained and wrecked in its realization. 


III 


Political Theory 


A few conclusions regarding the Marxian doctrine of the state may 
round out this discussion. Marx is primarily regarded as the author 
of the proletarian dictatorship. It shocks one to observe to what 
significance this doctrine has been inflated by friend and foe in 


this era of political sadism. Whatever Marx’s personal opinion 
might have been, here as elsewhere we have to inquire into the 
coherence and logic of the argument. Then we find that the doc- 
trine of dictatorship is merely a truism and becomes pernicious if 
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given more weight. It is a truism that any political order has to 
protect itself against dangers and that a new and revolutionary 
order is more endangered than an old established order of equal 
strength and right. The new order, whatever its nature, must an- 
ticipate the danger and meet it with the strongest arms available. 
The dictatorship is simply a strategic measure, possibly of extreme 
practical importance, but certainly without any significance in 
principle, because without productive function. It is defensive in 
essence although aggressive in technique. In a period of general 
over-emphasis on state and power this doctrine may be used as a 
welcome excuse but it has little to tell us. 

The true intention of this dictatorial stage is illumined by its 
union with the idea that the state will, in a second stage, “wither 
away.” It is bound to wither away for want of a function, its func- 
tion being compulsion. It has to perform this function as long as 
men live under class domination and may try to blow up the social 
structure before the conditions are ready for the structure of com- 
munal liberty. But the structure of communal liberty needs no 
state because the people need not be compelled to do what they 
want to do. Under the assumed conditions of universally prevail- 
ing communal work, what they want is the communal organization 
of their work. They defend this by means of the state against 
counter-revolutionary attempts of their former oppressors, but 
they have no other use for the state and no use for it at all once the 
resistance is crushed. 

Now this anarchistic doctrine is absurd as a political theory, for 
the reasons mentioned above. There is no preestablished harmony 
in man and society, new and undreamed-of problems arise, tragic 
potentialities are inherent in any political decision, and the co- 
hesion of the social process would be torn by conflicting forces, 
legitimate as their claims may be, unless it were protected by the 
integrating force of the state. This, however, is not the end of our 
political inquiry, but only its beginning. Is the state necessarily 
dictatorship and totalitarianism? Certainly not. Defining the state, 
with Marx, as the compulsory substitute for spontaneous integra- 
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tion, and granting, against Marx, that we cannot do without the 
state, we have to ask how much state we need, what degree between 
the infinite of the present Marxian state and the zero of the Marxian 
utopia. In solving this question the utopia (it was not originally 
Marxian) may serve as a lodestar and show which direction to 
follow. We need less compulsion as we seek the necessary things 
of social life in the direction of the spontaneous urge of the peo- 
ple, as developed by Marx under the assumption of universal 
communal work. Post-Marxian Marxism is pushed away from this 
political tenet by its adherence to the antiquated technological 
forecast; it believes it must force the validity of its assumption 
upon reluctant men, and seek the necessary things in forms op- 
posed to the spontaneous urge in decisive fields of life. To this end 
it must change the Marxian function of the labor state. Thus the 
state is seen not as a mere protection for a spontaneously arising 


communal pattern of work and life, but as a means of forcing a 
communal pattern upon men to whom it is entirely strange. Indeed 
this dictatorship deserves the emphasis granted to it by its ad- 
herents. But it is not the Marxian state. The Marxian idea of the 
state, when divorced from its anarchistic implications, offers a 
criterion by which true democracy may be judged. 











RESIDENTIAL BUILDING IN THE 
UNITED STATES AND 
GREAT BRITAIN 


BY ALFRED BRAUNTHAL 


Is COMPARING the postwar development of business conditions 
in the United States and Great Britain, the question arises as to 
how the striking differences between the course of economic events 
in the two nations are connected with the equally striking differ- 
ences in the curves of residential building activity. Consideration 
of this question entails a comparative analysis of the factors which 
have determined residential building. 


I 
Comparative Statistics 


Let us first compare the figures for residential building activity in 
the two nations. In the United States the statistical data are in- 
complete. For our purpose the most suitable figures are those pub- 
lished by the Department of Labor, based on building permits 
issued in 257 cities with a population of 25,000 and over. In Table 1 
these figures are compared with those for residential building in 
England and Wales, where the population resembles in number 
and urban structure that of the American cities. 

The contrast between the building activities of the two nations 
is still more striking when the figures for longer periods are com- 
pared. Thus from 1925, through 1929 the number of dwelling units 
erected in the United States was 1,992,603 as compared with 
1,001,561 in England and Wales, but from 1930 through 1935 it 
was 354,633 as compared with 1,503,180, making the totals for the 
entire period 2,347,236 and 2,504,741 respectively. It is under- 
standable that these totals are nearly equal, for in England and 
Wales, although the population lagged behind that of the Ameri- 
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TABLE I 
Period* United States (257 Cities) England and Wales 
Number of Number of 
Population Dwelling Population Dwelling 
(in thou- Units (in thou- Units 

sands) Erected sands) Erected 

1925 40, 321 491,222 38, 890 173,426 
1926 41,257 462,214 39,067 217,629 
1927 42,059 406 ,095 391290 238,914 
1928 42,767 388 ,678 39,482 169, 532 
1929 43,665 244,394 39 , 607 202,060 
1930 44,850 125,322 39 , 806 183,807 
1931 45,896 98,178 39,988 200, 812 
1932 46,648 27,381 40,201 200,496 
1933 47,412 25,879 40,350 266,622 
1934 22,063 40,467 3275517 
1935 55,810 323,926 





“In the United States the period is identical with the calendar year, in Great 
Britain it runs from April 1 to March 31. 

can cities during the last decade, the increase in the number of 
families was nevertheless considerable, and the impetus to build- 
ing, resulting from the set-back during the war period, was greater. 
The surprising fact is that the equal sums are composed by com- 
pletely different addenda. In the prosperity period from 1925 
through 1929 residential construction in the American cities was 
nearly double that of England, but it shrank during the depres- 
sion period to less than a quarter of the English building activity. 
In England the figures for the later period substantially exceeded 
those for the years of prosperity, but in the United States at that 
time residential construction was brought virtually to a standstill. 


II 


American Residential Building 


The huge dynamic forces which characterized the whole of Amer- 
ican economy in the first postwar decade reigned also in the field 
of residential building. Natural increase in population, immigra- 
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tion, migrations from the country to the cities, and also the migra- 
tion of industries, resulted in an exceptional demand for dwell- 
ings. ‘The building fever was stimulated also by the credit infla- 
tion of that time. 

Another factor is worth special attention: as a result of the in- 
stitutional structure of mortgage credit during that period a par- 
ticularly large proportion of the capital accumulated was directed 
into the building industry. 

The institutions into which the greatest part of thrift savings 
normally flow, that is, savings banks, life insurance companies and 
building and loan associations, usually, because of their special 
purpose or their tradition, regard mortgage loans for residential 
construction as their preferred field of investment. Thus in this 
period, by virtue of the huge inflow of savings, they were able to 
an unprecedented degree to satisfy the immensely increased de- 
mand for dwellings and the general desire for better and more 
comfortable shelter. The following figures will illustrate. 

The total private long-term debts in the United States’ in- 
creased from 48,682 million dollars in 1921 to 85,774 million in 
1930, with non-farm mortgage debts accounting for 17,412 million 
(35-8 per cent) and 42,978 million (50.1 per cent) respectively. 
Thus during postwar prosperity the increase in urban mortgage 
debts far exceeded that of other long-term debts. On the other hand 
it has to be remembered that in the industrial sphere the demand 
for long-term debts was restricted by a certain shifting to other 
financing methods, and also that the ratio of non-residential con- 
struction to the total building activity was particularly great in 
that period. The amount of mortgage loans on urban residential 
buildings is generally estimated at approximately 21 billion dol- 
lars for 1930. 

Table 1 indicates how those classes of credit institutions which 
usually hold a great part of their assets in urban mortgage loans 

1 These figures are from Leonard Kuvin, “Private Long-Term Debt and Interest in 


the United States,” National Industrial Conference Board, Studies, no. 220 (New 
York 1936). 
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TABLE 11* 
Institution Total Assets Urban Mortgage Loans 
(In millions (In millions (In % of 
of dollars) of dollars) _ total assets) 


I92I 1929 1921 1929 1921 1929 

Life insurance companies 7,936 17,482 1,326 5,241 17 30 
Mutual savings banks 5,575 8,904 2,439 5,221 44 $9 
Bldg. and loan assoc’s 2,891 8,695 2,659 7,787 92 go 
*Compiled from The Internal Debts of the United States (New York 1933), ed. 
by Evans Clark. 
were favored by the inflow of thrift savings, and how they increased 
their ratio of mortgage loans to total assets. 

Table 11 indicates, for the beginning and end of the prosperity 
period, the distribution of the total non-farm mortgage debt—as 
far as it is accountable—among the various classes of creditors. 


TABLE II* 

Classes of Creditors Urban Mortgage Loans 
(In millions of dollars) 

1921 1930 
Building and loan associations 2,668 7,764 
Mutual savings banks 2,377 5,320 
Life insurance companies 1,354 5,540 
Commercial banks, including trust companies _—1,872 43339 
Other insurance companies 83 269 
Stock savings banks 404 492 
Individuals 4,621 9,296 
Total 13,379 33020 


“Compiled from Kuvin, op. cit. 


The rapid and huge increase in financial resources available for 


residential construction resulted in an abundant supply of dwell- 
ings, particularly those kinds in which fashion and speculation 
played an important role, as for instance apartment houses in big 
cities. The very extent of the supply presaged dangers of a severe 
set-back. These dangers were greatly increased by a number of 
weak spots in the financing structure, of which the following were 
the most significant. 
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First, the most important source of home mortgage loans, the 
building and loan associations system, was not sufficiently adjusted 
to modern financing conditions. There were about 12,000 associa- 
tions scattered through the country, completely isolated from each 
other, most of them of very small size, frequently administered by 
managers poorly trained to lead a contemporary credit institution. 
There was a danger that these organizations, without sufficient 
liquid funds, unable to lean adequately upon other credit institu- 
tions in case of need, would fall into insolvency in periods of heavy 
withdrawals of share and savings accounts or, without formal in- 
solvency, would refuse to permit withdrawals. 

Second, the highly dynamic character of American economic 
and social conditions frequently induces huge shifts in the value 
of real estate. As a result of these conditions the prevailing type of 
mortgage loans was one of short or medium term—from one to 
five years, less frequently ten years—mostly without provision for 
current amortization. Mortgages of this kind are naturally greatly 
imperiled in periods of financial strain. Many of the mortgagees 
call in the loans which have fallen due, many of the mortgagors 
are forced to look for new lenders. As a consequence of the finan- 
cial strain their simultaneous demand for renewals cannot be met. 
The result is foreclosures en masse and a corresponding fall of real 
estate values. 

Third, although any banking system is subject to the danger of 
liquidity crises, that danger is substantially aggravated if the com- 
mercial banks’ intrinsically low degree of liquidity is further di- 
minished by mortgage loans. It is unusual in most countries for 
commercial banks to grant mortgage loans, except in the case of 
regular commercial loans that are secured by mortgages. The 
dangers of a large expansion of mortgage lending by commercial 
banks were revealed in the American banking crisis. 

Fourth, the building fever in the big cities brought about new 
financing methods that were highly questionable. ‘The European 
type of mortgage banks, which issued collateral real estate bonds 
under strict state regulation and supervision, developed only to a 
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negligible extent in the United States; it would not have been a 
suitable instrument for financing the American postwar type of 
offices and apartment houses. Instead there arose on the one hand 
a practice of issuing “single property bonds” —a number of bonds 
issued on the mortgages on huge properties—and on the other 
hand organizations which guaranteed the interest and principal 
of mortgages and real estate bonds. The expansion of these two 
expedients was gigantic during the prosperity period. The amount 
of outstanding real estate bonds was estimated at nearly 5, billion 
dollars in 1929, and in the same year the five title and mortgage 
guarantee companies situated in New York City—where that busi- 
ness was concentrated—guaranteed mortgages and real estate bonds 
of approximately 2.5 billion dollars. In general neither the real 
estate bonds nor the title and mortgage guarantee companies were 
able to weather a severe storm, the real estate bonds because of 
the highly speculative character of the underlying property, the 
title and mortgage companies partly for the same reason, partly 
because their guarantee funds were much too small in relation to 
the liabilities resulting from their guarantees. Thus it is not sur- 
prising that all the New York title and mortgage guarantee com- 
panies failed when the storm broke. 

And a fifth weakness in the financing structure was the complete 
lack of any comprehensive regulation of the whole field of institu- 
tional mortgage credit. Federal regulation was confined to national 
banks, and state regulation varied greatly and was nowhere com- 
prehensive. As regards the objects of mortgage loans, the dangers of 
defective regulation of institutional mortgage credit were revealed 
particularly in the big apartment houses, the appraisal of which 
necessarily contains highly speculative elements; and as regards the 
standard of credit institutions, the dangers were revealed particu- 
larly in the mortgage banks, real estate bonds and title and mortgage 
guarantee companies. 

These organic defects in the mortgage credit system account for 


the particularly severe character of the American mortgage crisis 
in the years 1932 and 1933. A few figures may be quoted to illus- 
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trate the severity of the crisis. Before 1932 the foreclosures on 
urban homes averaged 78,000 annually; they jumped to 273,000 in 
1932, to 271,000 in 1933, and reached the peak of 1,000 per day in 
the stormy days immediately before the Home Owners Loan Cor- 
poration was established. The close connection between the com- 
mercial banking crisis and the mortgage crisis resulted from the 
fact that the closed and restricted national and state banks held as 
much as 500 million dollars of frozen urban home mortgages in 
October 1933. 

It goes without saying that the immediate cause of the collapse 
of the mortgage credit system was the industrial depression. In 
consequence of the depression hundreds of thousands of home 
owners were unable to meet their obligations from mortgages, the 
demand for dwellings shrank, the rents by means of which mortgage 
interest could be paid were greatly reduced, office and apartment 
houses lost their value. These facts, however, would not have led 
to so severe a crisis of the whole mortgage credit system if its or- 
ganic defects had not been so grave. It was the breakdown of the 
mortgage credit system combined with the disproportion between 
supply of and demand for dwellings that caused the virtual stand- 
still of residential construction in the depression period. 

It must be stated, however, that important parts of the building 
financing system have been reorganized under federal leadership 
during the last few years. The basis of the reorganization was laid 
by one of the boldest measures in the federal recovery policy, the 
establishment of the Home Owners Loan Corporation in June 
1933. The HoLc, before the close of its lending activity in June 
1936, saved 1,018,390 urban home owners by taking over 3,093 
million dollars of mortgage loans. Thus approximately one sixth 
of the total home mortgage loans now existing passed outright into 
the hands of the federal government. On the other hand, the 
mortgage credit institutions were delivered from a great part of 
their most imperiled engagements; thus the danger of their col- 
lapse was in most cases relieved and an important condition of 


their recovery created. 
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A second group of measures was designed to offer federal as- 
sistance to the system of building and loan associations and to 
reorganize a great part of it under federal leadership. This reform 
consists of the following measures. 

First, in order to break the isolation of the building and loan 
associations and to give them an opportunity to mobilize assets in 
case of need, the Federal Home Loan Bank system was established. 
Of the approximately 11,000 building and loan associations which 
exist at the present time, 3,729 had joined the Federal Home Loan 
Bank system by October 1936; their assets amount to 3,250 million 
dollars, while the total assets of all associations can be estimated 
at 6,400 million. 

Second, the Federal Savings and Loan Associations system was 
established. In analogy to the national banking system, a federal 
charter has been created for existing or new building and loan 
associations, provided they fulfil the conditions of eligibility and 
are ready to submit themselves to the supervision and the regula- 
tions of the Federal Home Loan Bank Board. By the end of Octo- 
ber 1936 there were 1,192 associations that had received the federal 
charter, of which 549 were converted from state-chartered to fed- 
eral associations; the converted associations owned total assets of 
577 million dollars, the newly founded federal associations assets of 
117 million. 

Third, in order to strengthen the security of the building and 
loan associations system the Federal Savings and Loan Insurance 
Corporation was established. This organization, in analogy to the 
Federal Deposit Insurance Corporation, insures shares and deposits 
of member associations up to $5,000 per account. By November 
15, 1936, the corporation had been joined, compulsorily, by all 
federal savings and loan associations, and voluntarily by 331 state- 
chartered associations, with assets of 446 million dollars. 

Another remarkable reform in the urban mortgage system has 
been the alteration of the prevailing loan conditions. This has been 
done in two ways: first, to solve as far as possible the thorny prob- 
lem of the second mortgage, the limit of the first mortgage has been 
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extended to 75 or 80 per cent of the carefully appraised property 
value; second, the long-term, direct-reduction, monthly amortized 
mortgage loan has been encouraged, a type of loan which has been 
developed by mortgage banks and other mortgage credit institu- 
tions in Europe. The service of these loans consists of even monthly 
rates during a long period (from fifteen to twenty-five years) , in- 
cluding interest payment and amortization; in this way the prin- 
cipal of the debt will decrease from month to month, and at a pro- 
gressive rate since the share of interest payments in the monthly 
payments will decrease steadily and that of amortization will in- 
crease steadily. 

To this type of mortgage loans the loan conditions of the Home 
Owners Loan Corporation and of the Mutual Mortgage Insurance 
Fund, created by the National Housing Act, have been adjusted. 
The Federal Home Loan banks also encourage the amortized mortt- 
gage loans, and the Federal Savings and Loan Associations are re- 
quired to issue them exclusively. Even the provisions of the Bank- 
ing Act of 1935, as regards mortgage loans of national banks, are 
designed to foster the new type of mortgage loans. 


III 


British Residential Building 


In examining the reasons why the development of residential 
building in Great Britain has taken a course so different from that 
in the United States, we find first of all that the different character 
of the building situation during the prosperity period was re- 
sponsible for the differences in the succeeding depression period. 
In America building activity was determined during the pros- 
perity period by a substantial increase, partly real, partly specu- 
latively discounted, in both the size and the wealth of the popula- 
tion. In England neither the growth of the population nor the 
increase of its income was so great. On the other hand, there was 


in Great Britain a considerable deficit of houses, originating from 
the decline of residential construction during the war period, and 
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large scale public assistance was needed in order to make up this 
deficit, especially in order to provide low-rental houses in a period 
of high building costs. It could be said that England, unlike 
America, built in that period not for the future but for the past. 

Also, the danger of speculatively exaggerated building activity 
was averted by the prevailing financial conditions and the struc- 
ture of the building financing system. The inflow of thrift savings, 
which played so decisive a role in the American building boom 
during the prosperity period, remained relatively moderate in 
England. Table rv indicates the development of institutional thrift 
savings from the end of 1920 to the end of 1929. 


TABLE Iv 

Institution Territorial 1920 §=6©1929 Increase 
Division (In millions of pounds) 

National savings certificates United Kingdom 320.8% 487.9% 167.1 
Building societies? Great Britain 87.1 312.7 225.6 
Post Office Savings Bank® United Kingdom 266.5 285.0 18.5 
Trustee savings banks* Great Britain 91.3 124.6 33.3 
Life assurance companies = United Kingdom 289.0% 


“Including estimated accrued interest. 

> Total assets. 

¢ Deposits. 

4 Excess of total income over total outflow. 


Building societies, it is true, experienced a tremendous upswing 
in this period, and it was they that became the keystone of resi- 
dential building; but their development remained far behind that 
of American building and loan associations. It is also true that life 
insurance companies fostered residential building; but on the 
other hand commercial banks, in accordance with British banking 
principles, strictly abstained from engaging themselves in the 
mortgage business. Nor did the mortgage bond system develop, 
which grew rapidly during the American building boom. Mort- 
gage banks—except for a farm mortgage bank, organized under 
government leadership—and mortgage bonds are as yet unknown 
in Great Britain. 


62. SOCIAL RESEARCH 


Thus an important reason why England was able to avoid a 
mortgage crisis during the depression was the intrinsic stability of 
the building financing system. Also, this system was in no danger 
of contagion from a general financial crisis since the commercial 
banking structure remained completely sound. Furthermore, the 
building financing system was not subject to nearly so severe a 
strain as in the United States. Since unemployment remained 
lower and wages did not fall, the solvency of the mortgagors was 
much less imperiled than in America. 

For these reasons the depression mechanism has worked without 
disturbance, so that residential construction, together with the 
production of other durable goods, has played its normal leading 
role in breaking the deadlock of industrial production. Stagnation 
in the industrial sphere has directed savings into channels where 
they are employed mainly in residential construction, public 
loans and similar investments. Thus all thrift savings institutions, 
and particularly building socities, have shown a remarkable prog- 
ress during the last few years. Table v indicates this development 


for the period from the end of 1929 to the end of 1935. 


TABLE V 
Institution 1929 1935 Increase 
(In millions of pounds) 
National savings certificates 487.9% 505.1% 17.2 
Building societies? 289.1 561.7 272.6 
Post Office Savings Bank¢ 285.0 390.3 105.3 
Trustee savings banks* 124.6 197.3 72.7 


@Including estimated accrued interest. 
> Shares and deposits. 
¢ Deposits. 

The growth of the building societies has been so tremendous, 
and the contrast to the development of the American building and 
loan associations in the same period is so striking, that a few re- 
marks may be devoted to the British system of building societies. 
In principles it resembles the American system, or rather the 
American system has developed along the lines of the British sys- 
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tem. In both countries the leading principle has been the idea of 
cooperation in building financing, practiced originally in narrow, 
locally restricted circles. The great majority of British building 
societies have as yet remained as small and as restricted in their 
funds as in America. In England, as in America before the Federal 
Home Loan Bank system was established, there is no reserve sys- 
tem or other financial connection between the particular building 
societies. An important distinction, however, between the British 
and the American system undoubtedly increases appreciably the 
former’s resistance to financial crises and strengthens the confidence 
of the public: the bulk of the business lies in the hands of a few 
associations, led by well trained and prudent managements. Sta- 
tistics dividing the building societies according to their size show 
the preponderant role of the great associations. At the end of 1934 
the aggregate assets (555 million pounds) of the building societies 
were distributed as follows (in millions of pounds) :1 Halifax 
Building Society, 102.8; Abbey Road Building Society, 45.0; 68 
other societies, with total assets of more than one million pounds 
each, 312.9; 937 other societies, with total assets of less than one 
million pounds each, 94.3. 

Another reason for the success of building societies in the last 
few years may be found in their conservative policy regarding 
interest rates. While money rates were dropping almost to zero 
building societies reduced their interest rates only reluctantly and 
to a relatively small extent, despite the tremendous inflow of capi- 
tal. Table vi shows the average of this reduction. 


TABLE VI? 
Year Average Interest Rates of Building Societies 
Shares Deposits Mortgage Loans 
1929 4.51 3-92 5.78 
1932 4-49 3-71 5.88 
1935 3-55 2.97 5-20 


@From Economist, loc. cit. 


* The figures are compiled from the “Special Survey on Building Societies,” Econ- 
omist, vol. 123 (April 11, 1936) p. 7. 
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This conservative policy has undoubtedly contributed to the 
huge inflow of capital to the building societies. One might assume 
that such a policy would prevent a pronounced increase in the 
demand for mortgage loans. In fact, however, the amount of out- 
standing mortgage loans of building societies rose from 312.7 mil- 
lion pounds at the end of 1929 to 529.3 million at the end of 1935. 

It would appear that the drop in interest rates on mortgage loans 
was too small to account in itself for the increase in residential 
construction in the last few years. Its influence was strengthened 
by another factor which acted in the same direction: the drop in 
building costs. Here we find the astounding phenomenon that 
building costs steadily declined from 1931 to 1934 although the 
demand for residential building material increased tremendously 
and the general price level also rose. It was not until 1935 that the 
steady increase in residential construction was reflected in a small 
rise in building costs. This development is in striking contrast to 
that in America, where prices of building material remained com- 
paratively high until 1934, despite the standstill in building ac- 
tivity, and were lowered in 1935. Table vii reveals the comparative 


development in the two nations. 


TABLE VII 


Year? Great Britain United States 
Wholesale Prices?® 
Building | Wholesale All com- _—_ Building 
Costs Prices modities materials 


1929 112.4 100.0 95-3 95-4 

1932 102.3 74-9 64.8 71.4 

1933 99-8 75-0 65.9 77-0 

1934 99-4 77-1 74-9 86.2 

1935 101.6 77.9 80.0 85.3 

1936 103.7 83.4 81.2 87.1 
@ The figures for 1929 through 1935 represent the average for each year, with the 
exception of the figures for building costs in Great Britain, which are for the 
December of the respective years. In the two columns for Great Britain the figures 
for 1936 are for August; in the two columns for the United States the figures for 
1936 are for October. 
b 1926 = 100. 
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It must be assumed that important changes in demand have also 
operated to increase British building activity. Some of these 
changes are obvious. Unemployment has steadily declined in the 
last few years, real wages have increased as a result of the steady 
drop in the cost of living, and thus the purchasing power of the 
working classes has risen. The number of families has increased, 
as a result of the high birth rates of the last prewar years. All these 
factors may certainly account for a considerable increase in the 
demand for dwellings. But in order to understand the steep rise in 
the demand curve a special factor must be considered: industrial 
migration. This has been due to the decline of some old industries 
which in the past were very important and concentrated in a few 
districts (especially coal mining and the textile industry) , and to 
the simultaneous rapid development of protected industries—in- 
cluding an electrification process of astounding dimensions— 
chiefly concentrated in the London area and in a large circle 
around that district. 


TABLE VIII 


Estimated Expenditures for Residential Build- Expenditures per 
ing Plans (in thousands of pounds) Capita* (in pounds) 
Total Total 
District 1930 1932 1934 1935 "30°35 1930 1935 °30-'35 
Northern counties 1,482 2,072 3,040 2,874 13,710 1.5 2.9 14.1 
Yorkshire 4,355 6,020 9,393 8,899 42,424 1.8 3.6 17.2 
Lancashire and Che- 
shire 3,733 6,160 8,240 9,646 39,779 1.2 3.2 
North and West 
Midland counties 7,752 6,314 11,488 15,392 56,687 , 4.8 
South Midland and 
Eastern counties 1,861 2,177 3,811 4,399 17,740 P 6.3 
Outer London 17,794 11,559 19,572 21,592 101,573 , 8.0 
Southeastern coun- 
ties 3,844 3,446 6,110 7,138 29,218 ’ 6.3 
Southwestern coun- 
ties 831 41,146 1,419 2,070 7,516 : 4.6 
WalesandMonmouth 669 656 1,299 1,425 5,601 é 7 
Scotland 33999 7,338 5,215 5,004 28,428 : 2:2 


Total 46,320 46,888 69,586 78,429 342,666 ’ 4-4 


® Based on population for 1931. 
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This influence of industrial migration is evident in the Ministry 
of Labour’s estimates of expenditures for residential building plans 
in the various districts, shown in Table vim. These statistics are 
confined to 146 municipalities in England, Wales and Scotland, 


numbering 17,803,000 inhabitants in 1931. Unfortunately they 
do not embrace the London County Council area. Were this dis- 
trict included the result would undoubtedly be more striking. 

The development is unmistakable.t Apart from the London 
County Council area, for which no figures are available, there is a 
large circle around London, including the counties up to Bedford, 
Norfolk and Suffolk in the Northeast, and Berkshire and Hamp- 
shire in the Southwest, where residential building activity has 
been feverish during the last few years. On the other hand, there 
are districts where residential construction has virtually stopped, 
as in the coal district of Wales, or where it has remained far below 
the average, as in Scotland and Lancashire. ‘Thus the decline in the 
mining and textile industries is reflected in the building figures 
as conspicuously as is the rise of new industries in the London area 
and its nearer and farther environs. It is true that this contrast has 
recently tended to weaken. Residential construction has somewhat 
recovered in Lancashire and Yorkshire (where Sheffield is situ- 
ated) and also in the North and West Midlands (which include 
the Birmingham district), thus reflecting industrial recovery in 
those districts. It remains true nevertheless that the great rise in 
residential building activity during the last few years has been 
determined, to a great part, by industrial shifts and resulting 
migrations. 

By the Housing Act of 1933 state subsidies were removed for 
all building purposes, except for schemes of slum clearance and 
for measures designed to remedy overcrowding. (An act was 
passed in 1935 which provides rather energetic measures for solv- 
*It should be remembered, however, that the differences between the districts in 
the number of new dwellings have been less than those in building costs, for in 


general the average cost per dwelling unit is higher in the districts of intense build- 
ing activity. 
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ing the important social problem of overcrowded dwellings.) The 
number of dwellings erected in England and Wales from the 
Armistice to September 30, 1935, amounted to 2,804,888, as com- 
pared with about 8 million existing in 1918. From the total of new 


dwelling units 830,509 were erected by local authorities (with or 
without state aid) , 422,732 by private enterprise with state aid, and 
the remaining 1,551,647 by private enterprise without public as- 
sistance. In the last few years, however, the share of state and local 
authorities in residential construction has considerably declined, 
as can be seen in Table Ix. 


TABLE IX 


Period Number of Dwellings Erected 
By local authorities By private enterprise 
or with state aid without state aid 
1929-Sept. 1930 54,289 107,410 
1930- ” 193% 65,154 129,790 
193I- ” 1932 71,146 130,830 
1932- ” 1933 51,669 166,644 
1933- ” 1934 54,682 257,746 
1934- 1935 41,363 275,002 


It would be a mistake, however, to conclude from the reduction 
of direct financial state assistance that the upswing in residential 
building was merely the product of automatically acting forces. 
The upswing came with an industrial recovery which was, to a 
decisive extent, determined by enforced state interference in other 
economic provinces. 


IV 


Residential Building and the Business Cycle 


The connections between residential building and factors of the 
business cycle have been touched several times in the foregoing 
discussion but they deserve separate consideration. 

According to the generally recognized theory of the interde- 








68 SOCIAL RESEARCH 


pendence of all economic phenomena we may assume a priori that 
general business activity and residential building activity exert an 
influence on one another, not only through their respective cyclical 
movements, but also through the non-cyclical factors that act upon 
each of them. This mutual influence has been amply illustrated 
for both nations in the foregoing description. 

It has been stated above, for instance, that the American build- 
ing boom of the twenties was largely conditioned by the peculiar 
structure of the building financing organization. Thus a factor 
independent of the business cycle acted on the business cycle 
through the medium of building activity, for the building boom 
was obviously one of the main sources for the industrial upswing. 
And factors definitely related to the business cycle, such as credit 
inflation and the growing national income, were also instrumental 
in the building boom. 

The same interplay of cyclical and non-cyclical factors was evi- 
dent in the building situation of the depression. If the peculiarities 
of the building financing system had not encouraged exaggerated 
building activity there would not have been so great an oversupply 
of dwellings, nor so great a consequent set-back in residential con- 
struction. Nor would residential construction have been so drasti- 
cally reduced if the mortgage credit organization had not com- 
pletely collapsed, as a result of its intrinsic defects. These were 
factors outside the business cycle which aggravated the depression, 
for the catastrophic setback in residential building activity ac- 
counts, to a large extent, for the intensity of the American depres- 
sion up to 1933. And among the cyclical factors which contributed 
to the drop in construction was the decline in the dwellers’ income, 
due to the industrial depression, which led to the insolvency of 
mortgagors and thus to the reduced demand for dwellings. 

It is worth mentioning that the chain of interdependent forces 
was further complicated by another important factor, the com- 
mercial banking crisis. Undoubtedly this factor contributed to the 
violence of the mortgage crisis. The withdrawals from building 
and loan associations which aggravated the mortgage crisis were 
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partly induced by lack of confidence, as a result of the general 
banking crisis. Likewise in consequence of the general banking 
crisis mortgagors were unable to find an opportunity for re- 
financing the debts which became due. The commercial banking 
crisis itself, however, was to a large extent due to and aggravated 
by both the mortgage crisis and the general business depression. It 
was also due largely to a non-cyclical factor: the special structure 
of the American commercial banking organization. 

In contrast to the American, the British building financing sys- 
tem was so organized as to smooth the movements of residential 
building activity, with the result of smoothing also, to a certain 
extent, the business cycle amplitudes. The industrial migrations 
that England has recently been subjected to are another factor out- 
side the business cycle which have acted, through the medium of 
residential building, on the general business activity. It is true that 
the pace and intensity of industrial migrations have been influ- 
enced by the industrial depression, but their general trend is un- 
doubtedly independent of the business cycle. 

Nevertheless this stress on non-cyclical factors which have acted, 
through residential building, on general business conditions 
should not lead to an underestimation of the opposite tendency in 
the interdependent relationship. The influence which the intrinsi- 
cally different intensities of the business cycles in America and 
England exerted on the amplitude of residential building curves 
cannot be over-emphasized. 


v 


Present Conditions and Prospects 


The comparison between America and England is particularly sig- 
nificant in the relations between residential building activity and 
general business conditions as they have developed in the last few 
years. Except for this relationship the forces of business recovery 
have been much the same in the two countries. In other words, it 
appears safe to assume that the difference between America and 
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England in the pace and intensity of industrial recovery is sub- 
stantially due to the fact that in England residential building 
activity exceeds what would be considered a normal level for the 
present phase of the business cycle, whereas in America residential] 
construction is lagging far behind other business activities. 

In both instances the causes are to be sought mainly outside the 
business cycle, as has been shown above. In England the additional 
demand for dwellings has been largely influenced by the consider- 
able industrial shifts and by the progress in electrification. An- 
other important influence is the fact that the building financing 
organization has remained sound, thus affording a solid basis for 
satisfying the demand. In America, it is true, the main weaknesses 
of the building financing organization have been remedied by the 
comprehensive reform of the mortgage structure. It may be, how- 
ever, that a certain time is needed before the effects of such a 
reform become perceptible. The fact that residential construction 


in the United States is lagging behind the general business recov- 
ery, despite the mortgage credit reforin, may be explained by the 


conjecture that the inflow of capital to building and loan associa- 
tions is still somewhat hampered by remembrance of their recent 
crisis, and that commercial banks may not yet be much inclined 
to repeat an experiment which, though made under other condi- 
tions, resulted in a catastrophe. 

It cannot be assumed, however, that the pre-depression over- 


TABLE x? 


Surplus or 

Population Deficit of 
Accom- Population 

Increase in modated in Accom- 

Period Population New Houses modated 
1922-1929 7,090,117 13,066,000 +5,975,883 
1930-1933 3,746,613 1,107,040 —2,639,573 


Total 1922-33 10,836,730 14,173,040 +3, 336,310 
@ From Department of Labor, Labor Monthly Review, vol. 38 (May 1934) . 








Vv 
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supply of dwellings still exists. Table x indicates the relationship 
between residential construction and increase in population, for 
the 257 cities mentioned above. 

These figures, presumably, do not allow for the demolition of 
houses. It has been estimated! that in the period 1921-33 the annual 
“turnover” of houses was as low as 0.7 per cent. If we accept even 
this astoundingly low estimate we arrive at a total of more than 
700,000 dwelling units pulled down in these 257 cities during the 
period 1922-33; this would mean at least 2,800,000 additional per- 
sons for whom accommodation had to be found in new houses. It 
would mean too that the pre-depression oversupply of houses was 
almost exhausted in 1933, and that since 1934 overcrowding of 
dwellings has increased. 

The question of overcrowding suggests another factor which 
may hamper a rapid and complete recovery of residential building 
in America: the situation in the labor market. This too cannot be 
wholly explained by business cycle factors. It is true that residential 
building recovery normally starts in that phase of the business 
cycle in which unemployment has not yet been entirely resorbed. 
In this country, however, unemployment still exceeds the level 
which would correspond to the actual phase of the business cycle. 
Thus conditions in residential building are still influenced by a 
factor outside the business cycle, and in turn are reflected in the 
business cycle movements, retarding the pace of industrial recov- 
ery. This is the main reason why low-cost housing has been for 
several years an outstanding economic and political problem in 
this country. 

Finally the question arises as to whether the differences be- 
tween America and England in residential building conditions 
are likely to last for some time, or whether they will disappear 
gradually. All symptoms point toward the latter assumption. As 
for England, the indications are that the demand for dwellings is 
approaching the point of saturation. As for America, we have al- 


* Watson, Frank, Housing Problems and Possibilities in the United States (New 
York and London 1935). 
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ready mentioned the probability that the full effects of the mort- 
gage credit reforms have not yet been felt, because of a time lag. 
But such a lag, of course, is bound to disappear, and in fact it al- 
ready seems to be gradually closing. All available figures lead to 
the assumption that the deadlock has been broken, that the ac- 
tivity of the building and loan associations has received a new 
impetus, and that residential construction is proceeding to recov- 
ery. According to statistics of the Department of Labor, based on 
building permits, the number of dwellings constructed in nearly 
800 cities has increased from 40,593 in the first eight months of 
1935 to 74,678 in the same period of 1936. 

As far as forecasts are possible, it may be predicted that the pros- 
pect for a further lively revival of residential building is generally 
propitious in the United States. The inflow of capital into thrift 
savings institutions is increasing; interest rates on home mortgage 
loans are declining; building costs have not yet reacted very per- 
ceptibly upon the increased building activity. On the demand side, 
the likelihood of renewed construction is influenced not only by 
the improvement in employment, but also by the fact that the 
“latent need”’ for housing is still tremendously large. Even if im- 
migration remain on the extremely low level of the last years, the 
rate of increase in households will still be very high during the 
next decade, because of the steady increase in the number of births 
before and even during the war period (except for the year 1919), 
the birth rate not reaching its peak until 1921. 

Another factor to be considered is the “potential demand,” re- 
sulting from the fact that great numbers of people live in extremely 
unhealthful housing conditions, in slums, or in overcrowded, unfit 
dwellings. That demand, to be sure, cannot become actual unless 
a sufficient number of houses are built with rents reduced by pub- 
lic assistance, or unless there is an increase in the income of at 
least a part of these tenants. The latter condition depends on the 
degree of economic progress, which cannot be predicted. As to the 


former condition, however, there is a growing understanding of 
the necessity for public assistance as the only means of providing 
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low-rent houses, and a start in this direction has already been 
made. The various housing administrations of the federal govern- 
ment have carried out or have under construction a number of low- 
rental housing projects, and several states and cities are also active 
in this field, subsidizing the activity of limited-dividend housing 
corporations and granting tax exemptions. A more systematic and 
comprehensive attempt to solve the low-rental housing problem 
has been made by the Wagner Housing Bill, which provides for 
the raising of greater funds for combined measures of federal and 
state governments. The bill will come before Congress early in 
1937- 

Thus the indications are that the curves of residential construc- 
tion in England and America, which have so far showed so great 
a divergence, will soon converge and perhaps cross each other. The 
influence of such a development on general business conditions in 
the two countries cannot, of course, be predicted quantitatively, 
but it is quite probable that a substantial revival of residential 
building activity in the United States will remove the main obstacle 
to a complete industrial recovery. 


(New York City) 


SCARCITY AND ABUNDANCE OF 
CAPITAL AS CAUSE OF CRISIS 


BY ALFRED KAHLER 


I 


‘Las long duration of the ‘ast depression defied all predictions 
based on purely statistical investigations of the business cycle and 
forced economists to discuss the problem of crisis again in terms 
of cause and effect. This certainly has its advantages. It is true that 
there are still nearly as many different theories as authors on the 
subject. Nevertheless it becomes increasingly clear that, at least as 
far as the cause of crisis is concerned, all these different opinions 
can easily be divided into two groups. The first group explains the 
crisis as a result of scarcity of capital, whereas the second advances 
ideas which lead to the opposite veiw, that is, that superabundance 
of capital is its cause. 

The strong contradiction between these two groups has been 
recently demonstrated in the literature. The publications of the 
Brookings Institute, for example, dealing with America’s capacity 
to produce, to consume and to form new capital, represent the 
over-capitalization idea. In these publications Moulton declares 
that the limited markets for consumers’ goods lead not only to 
superabundance of capital goods, but also to an oversupply of 
money for investment purposes. In The General Theory of Em- 
ployment, Interest, and Money J. M. Keynes also develops—and 
not for the first time—the theory of over-accumulation of capital. 
His position is similar to that of Moulton when he declares: ‘“‘Op- 
portunities for employment are necessarily limited by the extent 
of aggregate demand. Aggregate demand can be derived only from 
the present consumption or from present provision for future 
consumption. The consumption for which we can profitably pro- 
vide in advance cannot be pushed indefinitely into the future. . 
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So, failing some novel expedient, there is, as we shall see, no 
answer to the riddle, except that there must be sufficient unemploy- 
ment to keep us so poor that our consumption falls short of our 
income by no more than the equivalent of the physical provision 
for future consumption, which it pays to produce today” (pp. 
104-05) . Both writers, it is true, lay stress on superabundance of 
consumers’ goods but, as will be seen later, this is in fact identical 
with superabundance of capital. 

These assertions of over-accumulation of capital are opposed by 
the well-developed theory of scarcity of capital. Cassel, for in- 
stance, declares that prosperity necessarily comes to an end as a 
result of a “relative stringency” in the supply of capital. There 
develops a “real dearth of capital,” which finally stops investment. 
The increase in the rate of interest is an expression of this scarcity 
of capital, and “the high rate of interest is enough to convert the 
high conjuncture into depression.’ Hayek, who developed more 
carefully than any other the theory of scarcity of capital, states 
plainly that it is the scarcity of consumers’ goods at the end of 
prosperity which precipitates the depression by forcing an inter- 
ruption of further investments. He draws an analogy between mod- 
ern society in the crisis and a people on an isolated island who 
start to build a machine but are forced to abandon the work be- 
cause their consumption goods are prematurely exhausted. The 
machine, intended to help men to produce consumers’ goods, has 
to be left unfinished because the factors of production have to be 
more directly employed for the production of consumers’ goods. 
This condition—scarcity of consumers’ goods and an unfinished 
apparatus of production— is, he declares, characteristic of the 
modern crisis. 


Thus we have two contradictory groups, one holding that the 
crisis represents a relative superabundance of capital and con- 
sumers’ goods, the other ascribing the crisis to a scarcity of capital 
and consumers’ goods. Since both opinions are based on logical 


reasoning it should not be difficult to find a logical solution. The 
* Cassel, Gustav, The Theory of Social Economy (New York 1924) p. 615. 
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history of business cycle theory shows, however, that there are 
problems involved here which scarcely admit of a single answer. 


II 


Before starting to investigate these problems we should try to 
answer the old question as to whether research should be theoreti- 
cal or statistical. Hayek decidedly favors the deductive method. It 
can easily be shown, however, that the theories do not necessarily 
follow a single line of reasoning, and thus it seems desirable, with- 
out making purely statistical investigations of business cycles, to 
complement deductive reasoning by statistical data. 

For example, Moulton! is of the opinion that in reality invest- 
ments depend on consumers’ purchasing power. He declares that 
when money and credit are kept on an equal scale it is “evident 
that any increase in the supply of funds rendered available for 
capital construction would mean a corresponding decrease in the 
demand for consumption goods, and hence in the demand for the 
new capital goods which the available funds might be expected to 
bring into existence” (p. 33) . “The demand for capital goods is a 
derived demand—derived, that is, from the demand for consump- 
tion goods” (p. 42). 

But Hayek reasons: ‘““While of course the relative magnitude of 
the demand for equipment for a particular industry will depend 
upon the demand for the product of that industry, it is certainly 
not true to say that the demand for capital goods in general is di- 
rectly determined by the magnitude of the demand for consumers’ 
goods . . . any given demand for consumers’ goods can lead to 
methods of production involving very different demands for pro- 
ducers’ goods”’ (italics mine) .? 

These different attitudes are based on different kinds of reason- 
ing. The theories of over-capitalization hold that increase in sav- 
ings means decrease in the demand for consumers’ goods and a 
decline in sales and prices of these commodities. The result will 


*Moulton, Harold G., The Formation of Capital (Washington 1935) . 
* Hayek, Friedrich A., Prices and Production (London 1935) pp. 143-44. 
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be a decline in production in these industries with the effect of a 
declining demand for means of production. This, in turn, causes a 
decline in sales and prices of producers’ goods, so that the whole 
industry is confronted with decreasing sales and prices, in other 
words, with a deflationary situation. It is true that the increase in 
savings causes a rise in the supply of capital and, in the course of 
time, a decline in the rate of interest. But as the increasing supply 
of capital and the falling rate of interest encounter a deflationary 
situation there will be no increase in investments, with the result 
of a crisis-like situation of over-capitalization. 

On the other hand, the theory of scarcity of capital maintains 
that increasing savings lead to a decreasing rate of interest. ‘This 
makes it profitable to lengthen the roundabout process of produc- 
tion, in other words, additional investments will take place. Thus 
there will be an increasing demand for capital goods and hence an 
increasing production in the corresponding industries. This offsets 
the decreasing activity in the consumers’ goods industries and a 
general deflationary situation is avoided. The question might be 
raised as to what will happen when the apparatus of production has 
been enlarged and people continue to save. The answer would be 
that a new decrease would take place in the rate of interest, and a 
further lengthening of the roundabout process of production, so 
that neither unemployment nor over-production of consumers’ 
goods or capital would take place. 

These are two kinds of reasoning which, although they strongly 
contradict each other, do not show any contradiction in themselves. 
They are, of course, only basic considerations and many more theo- 
retical conclusions are necessary in order to obtain a complete 
theory of the business cycle. It would therefore be erroneous to 
believe that different starting points exclude further theoretical 
discussions. Each system of reasoning must be conclusive in itself, 
though it may be criticized, as we shall show in the case of Hayek. 
But this self-containment does not disprove the fundamental possi- 
bility of more than one logically correct system of thought, at least 
as soon as we abandon the statics of classical theory. In such a case 
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any further theoretical discussion could be directed only against 
additional assumptions introduced into the system. But, outside 
the realm of theoretical statics, there is no reason why we cannot 
assume a time lag between savings, decreasing rate of interest and 
additional investments, or why we cannot assume that the en- 
trepreneur reacts more promptly to decreasing prices and sales than 
to a falling rate of interest. Moreover, if the future value of in- 
vested capital itself becomes doubtful, can we still assume that a 
decreasing rate of interest will determine the extent of investments? 
And— in case of growing accumulation—can we assume the tech- 
nical possibility of constantly transferring the available capital 
goods back to higher stages of production in order to avoid a glut- 
ting of the consumers’ markets? 

None of these questions can be decided by theory. They are of 
a factual nature and must be subjected to statistical research. Prob- 
ably, however, it is also impossible to bring the statistical investiga- 
tions of these assumptions to the point of a wholly convincing 
proof, and thus it becomes clear why we still have so many different 
theories and why the outcome of investigations of business cycles 
still depends largely on the individual attitude of the scientist. 
This, of course, should not create the belief that there is no objec- 
tivity at all in this field of research, but it should urge the economist 
to reconsider again and again his theory’s compatibility with statis- 
tical reality. In the following discussion we shall examine with 
statistical data the theory of scarcity of capital. 


III 


The theories of scarcity of capital are generally based on the thesis 
that during the upswing the production of capital goods and in- 
vestments increases quickly, so that more and more capital is re- 
quired; in the course of prosperity the demand for capital for 
investment purposes exceeds its current supply; the resulting 
scarcity of capital finally brings the investments to an end, thus 
causing a crisis. In order to examine this thesis statistically we 
have to know what a scarcity of capital actually is. Two answers 
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are possible. In the first place a scarcity of capital can mean a lack 
in monetary purchasing power, in the form of either cash or credit, 
for investment purposes. In the second place the scarcity of capital 
may be not a purely monetary phenomenon but a scarcity in cer- 
tain commodities. These commodities might be either capital 
goods, like machines and raw materials, or consumers’ goods. Natu- 
rally there is the third possibility of combining the monetary 
argument with the latter. 

Spiethoff’s theory, for instance, is based on both the monetary 
and the real capital arguments. He points out that during the up- 
swing the available monetary reserves are used for investment pur- 
poses, thus leading to an increasing demand for capital goods and 
to an expansion of their industries. At the end of the upswing the 
production of capital goods is greatly increased, while the monetary 
funds for investment purposes are exhausted. There are still fac- 
tories under construction which need additional capital goods, 
“but,” says Spiethoff, “the shortage of monetary capital has so far 
always turned out to be a hindrance to the upswing.”! The increase 
in money capital would require further extension of credit, “which, 
in spite of all elasticity, comes to an end.” The exhaustion of 
monetary funds is regularly the signal of a dying prosperity. Thus 
the crisis is marked by a shortage of money capital in relation to 
current investments and to current production of capital goods. 
Spiethoff continues, however, by declaring that a mere increase in 
currency is not helpful, since the shortage of money capital is only 
the reflection of a shortage in the workers’ means of subsistence. 
Since this last point is not well developed by Spiethoff I prefer to 
follow the theory as stated by Hayek. 

Hayek’s theory of the business cycle is closely connected with 
the theory of credit expansion and of the circulation of the stock 
of capital. The upswing, he says, is financed largely by additional 
bank credits, a procedure made possible by our present banking 
system, which may grant loans in excess of current savings. This 


*Spiethoff, Arthur, “Krisen” in Handwérterbuch der Staats-Wissenschaften, vol. 6 
(Jena 1925) pp. 77-78. 
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additional supply of money capital flows first to the entrepreneur 
in the form of additional purchasing power, bringing about an in- 
crease in the demand for capital goods. The prices of these goods 
therefore rise. Their producers consequently begin to increase 
their production, and for this purpose they require additional 
factors of production. For these they have to compete with the pro- 
ducers of consumers’ goods. The higher prices they receive for 
their own goods give them a competitive advantage over the pro- 
ducers of consumers’ goods, enabling them to deflect means of 
production from the latter. After an interval of time, however, this 
additional purchasing power becomes additional income, now caus- 
ing an increase in the demand for consumers’ goods. This leads to 
rising prices of these commodities, and their producers try to in- 
crease their production and to buy back the means of production 
previously transferred to the capital goods industries. 

In order to continue additional investments of capital additional 
credit is required, but this again raises income and thus raises the 
prices of consumers’ goods. The deflection of the means of pro- 
duction from the consumers’ goods industries is possible over a 
long period of time only through a progressively increasing exten- 
sion of credit. “But for obvious reasons [italics mine] the banks 
cannot continue indefinitely to extend credits; and even if they 
could, the other effects of a rapid and continuous rise of prices 
would, after a while, make it necessary to stop this process of infla- 
tion.” But at the moment the expansion of credit is stopped, the 
scarcity of consumers’ goods becomes obvious. While the prices of 
the means of production go down, those of consumers’ goods con- 
tinue to rise, as “The demand for consumers’ goods will for some 
time continue to increase because it will necessarily always lag 
somewhat behind the additional expenditure on investment which 
causes the increase of money incomes.” 

The greater profits of the consumers’ goods industries will now 
cause non-specific producers’ goods to be widely transferred to these 
industries, thus increasing the output of the latter. In the earlier 








? Hayek, op. cit., p. go. 
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stages of production there is a loss of non-specific capital goods, 
resulting in a decrease in production. The final outcome of this 
crisis will be a shortening of the roundabout process of production. 

This description of the business cycle should be tested both 
theoretically and statistically. The theoretical points will be dis- 
cussed only briefly. It is obvious that an increase in the rate of 
savings— whether voluntary or involuntary —requires a change in 
the structure of production. It is also obvious that a decrease in the 
rate of savings demands a reverse change in the apparatus of pro- 
duction. We may assume that if the first change could take place 
without causing a crisis, the second too need not cause disturbances. 
It might be assumed, however, that the increase in the rate of in- 
vestments is a slow process, while the decrease happens suddenly, 
as soon as further extensions of credit are stopped, and thus easily 
leads to a crisis. 

Hayek attempts additional explanations. He declares that a re- 
transfer of the increased stock of capital to the production of con- 
sumers’ goods would require further investments. But these can 
no longer be afforded, since the means of consumption, necessary 
to support the workers during the time of additional investments, 
are exhausted. For this reason one part of the apparatus has to 
remain unfinished. Hayek also believes that a crisis becomes un- 
avoidable because the return to the old rate of consumption neces- 
sarily enforces a shortening of the roundabout process of produc- 
tion. But these special explanations of Hayek’s seem to be more than 
doubtful. In reality investments are carried on in both sections of 
the economy simultaneously, and the concept of an unfinished 
set-up of the means of production seems to be purely theoretical. 

The assumed shortening of the roundabout process of produc- 
tion during the depression, as a result of a change in the rate of 
investment, is untenable even from the theoretical viewpoint. The 
capital intensity of production—with which the length of the 
roundabout process is supposed to be identical—does not depend 


on the current rate of consumption and accumulation. The latter 
determines the set-up of the means of production, but this is by no 
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means identical with a high or low capital intensity. If the term 
“roundabout process’ encourages this belief it is certainly better 
to drop it entirely and to replace it with the less ambiguous term 
“capital intensity of production,” which is generally assumed to be 
controlled by the prices and the marginal productivity of the means 
of production. The depression could, of course, change these ratios 
and therefore affect the length of the roundabout process. But the 
statistics of the output per man-hour for the period since 1929 
argue against this idea of a decreasing capital intensity during de- 
pression, for they distinctly show a further increase in productivity. 

This part of Hayek’s discussion is, however, closely connected 
with his somewhat unrealistic and insufficient description of the 
circular flow of the total stock of capital. Therefore a critic should 
begin with a discussion of this description. It will not be under- 
taken here, since the literature on the subject is extensive and 
since it can be safely assumed that a sudden change in the rate of 
investment can lead to a crisis. ‘The questions remain, however, as 
to what necessitates this change in the rate of investment, and 
whether the statistical data before the crisis actually substantiate 
the thesis advanced under this theory. ‘The developments after the 
crisis are not so greatly disputed. 


IV 


A generally valid statistical verification of a theory could be given 
only if the theory could be confronted with the statistical data of 
all periods of history. The present discussion will be confined 
mainly to the United States and the time around 1929. This leaves 
many questions of earlier periods untouched, and I do not deny 
that there may have been crises of an entirely different nature. But 
I believe that the economic situation of around 1929, characterized 
by a high technical development, will be more representative of 
the future than will the conditions of any earlier period, at least 
as far as this country is concerned. Another important advantage is 
that the postwar statistics furnish more data than ever before. 

First we may ask whether the development of commodity prices 
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in 1929 was such that a further credit expansion would necessarily 
have produced inflation-like conditions, and whether this expan- 
sion of credit therefore had to be stopped for “obvious reasons,” 
as Hayek declares. The curve of the well-known wholesale price 
index of the Bureau of Labor Statistics is shown on the accompany- 
ing chart (curve m1) ; this reveals very clearly that neither in 1929 
nor in 1925 was there any inflation-like increase in prices. 

Hayek could answer that on account of increased productivity 
the prices should have fallen. A comparatively high price level, 
however, can scarcely, in my opinion, be cited as “obvious rea- 
sons” for the stoppage of further credit. Hayek’s suggestion of fall- 
ing prices cannot, I believe, be considered seriously for an eco- 
nomic system that works with a capital stock equaling in value the 
production of three years, and carrying fixed money debts larger 
than the value of a whole year’s output.’ 

Hayek could further say in his own defense that the general 
price level is not of such importance in his theory as the relative 
prices of consumers’ and producers’ goods. But he holds that the 
end of credit expansion is precipitated not by a change in relative 
prices but by a progressive increase in prices, successively spread- 
ing to all commodities. Since the price index curve shows no gen- 
eral rise in prices it is not clear what are the ‘“‘obvious reasons.” 

A second question to be considered is whether the statistical data 
during prosperity really show an increasing scarcity in consumers’ 
goods, and whether the production of capital goods actually drops 
at a time when the demand for consumers’ goods is still increasing. 
It is indeed difficult to investigate this problem thoroughly through 
Statistical means. The curves of production of consumers’ and pro- 
ducers’ goods (1 and 11) have been drawn as computed by Y. S. 
Leong.? The curve for consumers’ goods reached its climax in 


* Moulton, op. cit., p. 187; Leven, Maurice, et al., America’s Capacity to Consume 
(Washington 1934) p. 148; The Internal Debts of the United States, ed. by Evans 
Clark (New York 1938) pp. 7-13. 

*“Indexes of the Physical Volume Production of Producers’ Goods, Consumers’ 
Goods, Durable Goods and Transient Goods” in American Statistical Association, 
Journal, vol. 30 (June 1935) pp. 361-76. The 1935 figures have not been published. 














84 SOCIAL RESEARCH 
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March 1929, while the curve for the means of production did not 
come to its highest point until May. This discrepancy remains true 
when automobile production is excluded from the consumers’ 
curve, although then the visible climax of the March data disap- 
pears. But there can be no doubt that by March the curve of con- 
sumers’ goods industries changed its upward trend, indicating that 
the expansion of production in these industries had come to an 
end. This stoppage in growth of production, however, brings all 
industrial expansion to an end, which necessarily causes a decrease 
in the production of producers’ goods. 

The corresponding curves of the Federal Reserve Bank of New 
York? reveal the same sequence of events for 1929. Quite clearly 
the expansion of the consumers’ goods industries is the first to 
come to a standstill; this certainly does not argue for the supposed 
scarcity of these commodities. The statistical construction of these 
indices could of course be improved upon, but certainly they are 
not so bad that they cannot be relied upon at all. 

In addition to the development of the physical volume of pro- 
duction of these two groups of commodities we may investigate the 
development of their prices, in order to find out whether the situa- 
tion at the end of the upswing is really characterized by an in- 
creasing scarcity of consumers’ goods. If this were true their prices 
should rise for a longer time and more sharply than the prices of 
producers’ goods. Hayek believes this relative price development 
of even greater importance than the total possible sales. The prices, 
rather than the volume of demand, are assumed to be the essential 
guide of the entrepreneur. It may be doubted whether this assump- 
tion is compatible with the facts, since price fixing has become a 
common practice. But let us follow the price development. Unfor- 
tunately in this case we are not in as favorable a position as we 
were in investigating the physical volume of production. There 
are no available price indices for the two groups of commodities 
which cover any length of time. The wholesale price index of the 


*Published in National Industrial Conference Board, Conference Board Business 
Survey, vol. 10, no. 7 (July 1936) p. 2. 
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Bureau of Labor Statistics comprises a large number of commodi- 
ties, but only a few of them are representative of means of produc- 
tion, at least when we exclude farm implements. 

The iron and steel index (1v) and the price index of non-fer- 
rous metals (v) have been chosen as representative of the means 
of production, and the price indices of textiles (v1) , of furniture 
(vi1) and of boots and shoes (vil) as representative of consump- 
tion goods. The curves both of iron and steel and of metals show 
an increase in prices until the middle of 1929, or at least until the 
month of March, while the curves of textiles and of boots and shoes 
indicate that marketing conditions became less favorable after 
1928. In this group of consumers’ goods only the furniture index 
rises once more in 1929, but without indicating any shortage in this 
commodity. 

It is true that after the crisis the curves of producers’ goods react 
more vigorously than the curves of consumers’ goods. But this is 
only a necessary development in the course of a depression, as the 
demand for producers’ goods depends on highly flexible new in- 
vestments and reinvestments, while the demand for consumers’ 
goods is determined by consumption, which is steadier. The real 
problem, however, is what causes the turn in production. If it 
were the increasing scarcity of consumers’ goods, their prices, as 
already mentioned, should continue rising at the end of prosperity 
for a longer time and more rapidly than the prices of producers’ 
goods. The price curves on the chart do not support this statement, 
but suggest instead a glutted market of consumers’ goods, which in 
turn caused a standstill in the expansion of production plants. 

There is still another question to be mentioned. Hayek is of the 
opinion that the consumers’ goods industries at the end of pros- 
perity compete successfully with the “earlier stages of production” 
for the non-specific capital goods. The latter are supposed to be 
deflected from the producers’ goods industries, leaving there a dis- 
turbing shortage. It would be of value to know what particular 
goods he means, so that we could investigate this shortage. As long 


as we know only the general term “non-specific goods,” it may be 
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sufficient to refer to the indices of all the various commodity 
stocks. The increasing trend of all these curves, especially at the 
end of 1928 and the beginning of 1939, is, I think, a final contradic- 
tion to the theory of scarcity. Thus though Hayek may be right 
when he says that during the boom “the productive apparatus is 
expanded more than is warranted by the corresponding flow of 
consumption,” it is hard to see how he can continue saying that 
“there finally appears a scarcity of finished consumption goods,” 


, 


causing the crisis. 

This investigation, of course, is only a first step in the discussion 
of the theory in its relation to the actual facts. But it may help to 
convince the theory’s defenders of the need for statistical verifica- 
tion of their thesis, and to persuade them that further discussion 
of the problem of the crisis on a purely theoretical basis is of as 
little value as a discussion on a purely statistical foundation. 

After having opposed the idea that scarcity of consumers’ goods 
is the final cause of crisis, we have still to ask whether the cause is 
a scarcity of capital in the form of monetary funds. Cassel, as al- 
ready mentioned, advances this thesis. To him the typical “high 
conjuncture” is caused not by an over-production or an over- 
estimate of the demands of consumers or the needs of the com- 
munity for the services of fixed capital, but by an over-estimate of 
the supply of money capital, that is, of the amount of savings avail- 
able for the purchase of the capital goods produced.? The high rate 
of interest indicates this scarcity of monetary capital and finally 
makes further investments unprofitable. 

A statistical investigation of this argumentation could be made 
in different ways. A comparison of the development of savings and 
of net formation of capital would be a direct approach. But the 
available figures are too much in the nature of guesswork to be 
used for this purpose. Moulton, who proceeds along these lines in 
the publications of the Brookings Institute, arrives at the conclu- 
sion that in the period before 1929 there were large monetary 


* Hayek, Friedrich A., Monetary Theory and the Trade Cycle (London 1933) p. 56. 
* Cassel, op. cit., pp. 625-26. 
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excesses in comparison with current investments. A. F. Burns’ 
criticism of this opinion’ may, however, be sufficient reason not to 
follow the method here. 

Another approach is to investigate the situation of the credit 
banks. If institutional reasons force the latter to refrain from grant- 
ing new loans a scarcity of monetary capital must result, unless 
funds outside of banks find their way directly to investors. The 
situation of 1929 is much discussed in this regard. It is known that 
the currency in circulation since 1926 has decreased rather than 
increased. The gold reserve of the Federal Reserve banks, it is true, 
reached its lowest point at the end of 1928, but it still amounted to 
63 per cent. In 1929 there was even a rapid increase in this ratio, 
so that there was certainly no necessity for credit restriction on 
account of reserve requirements of the Federal Reserve banks. The 
necessary commercial paper eligible for rediscount was also avail- 
able. Therefore it can scarcely be seen why the elasticity of the 
credit system should have reached its end. 

But this discussion of a possible further credit expansion is only 
theoretical. The Federal Reserve banks in 1928 actually adhered 
increasingly to a policy of credit restriction. The official bank rate 
was successively raised from 314 to 5 and 6 per cent, and the rate 
for commercial paper, call money and the like followed the same 
trend. The reason officially given for this restrictive policy was 
not scarcity of reserves, or of money, or of real capital, but an in- 
tention to curb speculation on the stock exchange. Since this 
policy, however, increased the general level of the rate of interest, 
the question arises as to whether we are not bound to admit that 
this stringency of capital finally ended the upswing, even though 
the scarcity of capital was necessitated neither by a lack of com- 
modity funds nor by any binding institutional rules of the prevail- 
ing banking system. In defense it could be answered that this high 
rate of interest was charged for bank credits, while investments 
could easily be financed by issuing stocks. And since the stock mar- 


* Burns, A. F., “The Brookings Inquiry into Income Distribution and Progress” 
in Quarterly Journal of Economics, vol. 50 (May 1936) pp. 476-523. 








a 
li 
t 


~= ~~ iF a) ee 


~~ 





ns 


dit 
nt- 
eSs 








CAPITAL SCARCITY AND ABUNDANCE — 89 


ket functioned until October it is not obvious why the end of pros- 
perity, which according to the curves of industrial production was 
reached no later than June or July 1929, should be traced to scarcity 
of capital. It is true that the interest rate was high, but that had 
been the case since the middle of 1928 without affecting the up- 
swing. Therefore since prosperity did not come to an end until 
1929, it is to be assumed that other factors intervened. We have 
already seen that the curves of production indicate an early slack 
in the consumers’ markets. This could be considered reason enough 
to cause a crisis, and the scarcity of money capital could be entirely 
left out of the picture. 

This interpretation of the situation, however, must be doubted. 
First there was at the beginning of 1929 a further increase in the 
rate of interest, although the official rate of discount was still kept 
constant. It is to be expected that such a rise in the rate of interest 
will at least affect commerce, that is, will make for decreased stocks 
of commodities. This necessarily aggravates the situation resulting 
from the slack in the market of consumers’ goods. It is also likely 
that the industrial investments do not remain entirely unaffected, 
since entrepreneurs consider not only whether capital funds are 
available, but also whether it is likely that the investments will 
bring profits corresponding to the prevailing rate of interest, even 
though the capital funds are obtained without a fixed charge of 
interest. 

The situation in 1929, therefore, seems to have been a super- 
abundance of capital, as far as stocks of commodities were con- 
cerned, and a scarcity of capital with respect to the price of mone- 
tary funds. From the viewpoint of classical theory this interpreta- 
tion is certainly a contradiction in itself, since the supply of money 
capital is assumed to be controlled by the abundance of real capital, 
that is, by the relative abundance of the forthcoming means of 


subsistence. But this assumption of classical theory prevents an 
understanding of the present-day economy, in which the supply of 
monetary funds is largely institutionally determined. Only if the 
regulation of the supply of money capital were strictly based on 
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the abundance of commodity stocks would this relation between 
real and money capital be restored. Since in 1929, however, the 
credit policy was obviously determined by quite different con- 
siderations, scarcity of money capital and abundance of real capital 
might very well have existed at the same time. 

It is, of course, a different question whether or not a decrease in 
the rate of interest or a cheap money policy can really help in 
avoiding crises indefinitely. We have already referred to this prob- 
lem. Our static method of reasoning assumes, to be sure, continu- 
ously increasing investments with a decreasing rate of interest. But 
this really means that producers’ goods can be produced in order 
to produce with them more producers’ goods, and so on. As soon, 
however, as we believe that an increasing stock of capital will 
necessarily bring more values in the form of commodities to the 
markets of consumers’ goods, the danger of the discrepancy between 
the supply and demand for consumers’ goods arises in spite of the 
low interest rate. But once an interruption in the circular flow of 
commodities is assumed, a decrease in the rate of interest could not 
be effective, since the available stock of capital is already hampered 
in its functioning and this cannot be overcome by a change in the 
interest rate alone. It is even likely that such a situation actually 
leads to an increase in the rate of interest, since any break in the 
circular flow of commodities will cause first an increased demand 
for cash money. Therefore scarcity of monetary funds may not only 
be accompanied by superabundance of “real capital,” but may 
even be caused by it. 

The available statistical data, of course, can tell little about de- 
velopments under a consistently followed policy of cheap money. 
We have had little experience with such a policy, but the future 
may teach us. 














THE DISPUTE BETWEEN CATHOL- 
ICISM AND LIBERALISM IN THE 


EARLY DECADES OF CAPITALISM 


BY GOETZ BRIEFS 


E UROPEAN Catholicism went through a far-reaching process of 
adaptation in its attempt to keep up with the new developments 
that shook the occidental world after the French Revolution. This 
process did not relate to fundamental doctrines of the Catholic 
church, either in their moral and ethical implications or in their 
bearing on social philosophy. The problem in fact was only this: to 
determine the position Catholicism was to take toward the newly 
rising social philosophies and toward the new distribution of power 
in modern societies. In regard to both issues Catholicism was on 
the defensive. One might even say it was overrun by the turn that 
was taken by ideas and realities after the French Revolution. 

The problem had not the same implications in all the European 
countries. Those in which Catholicism was only a small minority, 
like England and the Netherlands, scarcely counted in the forma- 
tion of a new Catholic consciousness. In others, like Austria and 
Belgium, where Catholicism was not overrun by the economic and 
social development, there was a slow and steady process of adapta- 
tion without any real crisis in the relationship to modern societies. 
But France, the Catholic country par excellence, was the very focus 
of the new ideas and the motherland of the revolution; here the 
clash was fought out and here the formation of the new position 
was most vigorously attempted. It could be said at that time that 
as France goes, so go the nations. The influence of French thought 
overshadowed all Europe between 1789 and 1850; her new ideas 
and the defense of old institutions and viewpoints were indeed the 
great issues of that period. 
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French Catholicism had been closely linked with the structure and 
the ruling powers of the ancien régime.t After the concordat of 
1516 and the Gallican Articles of 1682 church and state were very 
closely related. ‘The king was a kind of secular bishop, Christianis- 
simus rex, protector fidei, anointed in the cathedral of Rheims as 
the successor to Clovis. The clergy was the first estate in the 
hierarchical order of the kingdom, and the Catholic faith was the 
only one officially recognized. The bishops were influential feudal 
lords and often princes. The clergy was tax-exempt, its contribu- 
tions to the state having the character of voluntary donations. Even 
certain administrative functions were left to the church; the 
church’s register of marriages and baptisms had the character of 
public records. Catholicism was the religion of the state, a privi- 
leged religion in a position of monopoly, interwoven in all the 
affairs as well as in the structure of the pre-revolutionary society. 

And yet this was not an ideal solution from the viewpoint of the 
church. Inevitably the state mixed into its affairs, prevented nor- 
mal relations with the Holy See, decided on heresies. The situation 
always included the possibility of abusing the church for political 
purposes and of using it as a means toward political ends. And 
there was another disadvantage. The rising democratic and liberal 
ideas turned anticlerical in their endeavor to break the power of 
the ancien régime. The church was looked upon as the bulwark of 
absolutism and feudalism, and therefore received the brunt of the 
opposition to both. To be sure, the state protected the church 
against the attacks of the enlightened philosophers and intellec- 
tuals, but the police and the courts were none too effective, espe- 
cially since the French upper classes themselves indulged in these 
new ideas. Voltaire and Helvétius, Holbach and La Mettrie 


stamped the mental and moral attitudes of the rising bourgeoisie 
in the pre-revolutionary era; the church, like the state, was unable 


*The best analysis of these relationships is presented by Waldemar Gurian, Die 
politischen und sozialen Ideen des franzdsischen Katholizismus, 1789-1914 (Miinchen- 
Gladbach 1929) . 
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to resist them. The church’s possibilities of resistance would have 
been much greater if it had not enjoyed state protection. It could 
then have mobilized its own forces, without relying on the police 
and the courts; it would then have realized earlier that the hurri- 
cane was coming. But under state shelter the church ignored the 
dangers, and was caught in the breakdown of the old regime. As 
Tocqueville aptly declared, it was not so much as a religious faith 
but as a political institution that Catholicism was overthrown in the 
revolution. The church was hated not because it could not find its 
place in the new society but because it held so strong a position in 
the old order; the church in the post-revolutionary period suffered 
from the privileges of the church in the pre-revolutionary period. 

There was a simple formula, accepted even by the philosophers 
of the enlightenment, concerning the relationship between church 
and state: the state must rest on religion. This formula held its 
own during the “Cult of Reason” and in the acknowledgment of 
a Supreme Being during even the worst period of the revolution. 
It reappeared in the Napoleonic age, and was taken up by radical 
socialists like St. Simon and Bazard who based their new societies 
on a new Christianity or some other religious foundation. Even 
Voltaire pronounced the belief that no well ordered state is pos- 
sible unless it is based on religion. This belief was of course the 
result not only of philosophical or sociological thinking but also 
of the long period in which state and church had been closely linked 
together; for centuries it had been the foregone conclusion that 
both must cooperate. But after the collapse of the old regime the 
problem arose as to what religion meant under the new conditions. 

First of all, the traditional religion had to define its position. As 
a matter of fact the high clergy in France longed for the reestablish- 
ment of the old order. It desired the restoration of the Bourbons 
and of the privileged position it had lost. The French ecclesiastical 
hierarchy in general was not at all aware that the situation had 
been fundamentally changed. It was so deeply convinced that the 
former relationship between state and church was the natural and 
only one that it thought only in terms of that relationship. It was 
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incapable of understanding that the revolution had been something 
more than just a refutation of the enlightenment philosophy and 
a punishment from God. It still clung to legitimism and confined 
itself to moralizing concerning the great events after 1789. In this 
mood it welcomed the restoration of the Bourbons. The few bishops 
of non-aristocratic origin quickly disappeared, and the high eccle- 
siastical ranks were filled exclusively with prelates of aristocratic 
standing. Once more the church was in a privileged position. 

But Louis xvii was not Louis xiv. He was a weakling; more- 
over he was not an absolute monarch, for he had a constitution to 
observe. The dominating political group was the bourgeoisie, and 
with them the king had to come to terms. The church enjoyed 
state protection, but this did not mean much in a period that had 
freedom of the press and freedom of speech. It soon became evi- 
dent that the church was in an anomalous situation, partly an in- 
strument of the state, partly a pawn in the struggle between the 
crown and the liberalistic bourgeoisie. The time for sheltered and 
privileged positions was gone. For the first time since the age of 
Clovis the church faced open competition and aggression. It had 
lost contact with the rising powers, scarcely holding its own with 
the peasants and only partly effective with the lower middle classes. 
There was some comfort to be had from the writings of de Maistre, 
de Bonald and Chateaubriand, but they were traditionalists. Cha- 
teaubriand’s Génie du christianisme (1802) praised the beauties 
and the blessings of the church in bygone times, but he never ex- 
posed the functions and the tasks of the church in the new social 
order. Only in the later years of his life, under the influence of 
new developments in France and inspired by Tocqueville, did he 
recognize the fundamental tasks and possibilities of the church in 
the new social order and become aware of its shortcomings. 


II 


The problem for the church was to overcome its affiliation with the 
traditional state and to find a new basis of cooperation with the new 
society. Somehow or other it had to live in this new world and to 
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1g render its services. If the restoration monarchy kept the church in 
id an unworthy condition, then the church had to go its own way 
od and formulate its position. What appeared to be needed was a new 
Lis orientation of Catholic thinking and a new field of Catholic ac- 
ps tivism. The efforts in these directions started the Catholic move- 
e- ment. . 
ic The new orientation was not so easy to find. One reason for the 
n. difficulty was the existence after the revolution of a kind of 
e- chiliastic belief, partly caused by the tremendous events of that 
to period, partly nurtured by the reaction against the naive and opti- 
id mistic deism of the enlightenment philosophy. In its antithetical 
>d character and in its attitude this chiliasm may be compared in 
id some respects to the dialectic theology of the postwar period in 
i modern Europe. Claude de St. Martin was its representative, and 
n- there was a school of followers around him. They lived in the great 
1e expectation of a “third outburst of divine love,” which would lead 
id through catastrophes and tremendous and horrifying tragedies to 
of a new realm of grace and true order. Hence a highly dynamic ele- 
id ment came into the consideration and the reflection of the period, 
th expressed for example by de Maistre and de Bonald and in the 
S. early writings of Lamennais. To cite the latter: ““We approach a 
e, terrible crisis . . . the wrath of the Godless has reached its climax; 
a- their domination will be full of blood for some time. The number 
es of martyrs is not yet completed . . . It seems as if God were will- 
X- ing to set us apart from this world which He is about to ruin” 
al (Correspondence, ed. by E. D. Forgues, vol. 1, p. 244) . It was be- 
of lieved that God had already sent the angels of His wrath to an- 
e nounce the fall of the world. This apocalyptic sentiment was of 
n course better fitted to block than to facilitate Catholic activism. 

In the conclusion of De la réligion considerée dans ses rapport avec 
Vordre politique et civil (1825-26) Lamennais, deeply disap- 
pointed with the restoration monarchy, declared that the church 
e should retire from the troubles of the world, awaiting the judg- 
WV ment of God as to whether it was to be resurrected from the pend- 





O ing catastrophes, or be destroyed. 
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This same Lamennais was the first to proclaim the alliance be- 
tween the church and liberalism, the church and democracy. The 
change in his mind took place when he observed the heroic re- 
sistance of Irish and Belgian Catholics against suppression from 
the state or its predominance in church affairs. From these foreign 
events, and also from the situation produced in his own country 
by the monarchy, he concluded that the time of the monarchies 
had passed; in their absolutism they had sinned too much against 
the church and against society. Lamennais was convinced that in 
the long run anarchic counter-tendencies would be the result of 
Bourbon absolutism, and that the radicals too, since they wanted 
freedom without order, would drift toward anarchy. Therefore he 
held it to be the mission of the church to turn to the people in- 
stead of to the kings, to go with liberalism and to proclaim a be- 
lief in democracy. This is the position he urged in Des progrés de 
la révolution et de la guerre contre l’église (1828) . 

Of course Lamennais was fully aware of the fundamental dif- 
ferences between the doctrines of liberalism and those of the 
church. Liberalism believed in unrestrained freedom for the indi- 
vidual and denied authority—that of the state as well as that of 
the church; it stood firmly on a belief in human reason, refusing 
God’s actual sovereignty and leaving Him only a constitutive 
sovereignty—a distinction later made so ably by Donoso Cortés; 
and from the beginning liberalism showed an anti-Christian bias 
if not even a hatred for Christian traditions and doctrines. Thus 
Lamennais was seeking an ally that did not want him, and that 
even united its forces under principles which were opposed to the 
traditional Christian doctrine. But it was not his intention to shift 
wholly to liberalism as it was. He dreamed of a Catholic version. 
Acknowledging the liberal trend of the age he concluded that 
there was some providential reason for its existence and that liber- 
alism, if stripped of its errors and false presumptions, could be the 
expression of fundamental Christian principles. Liberalism stood 
for freedom; the nations wanted freedom, but they needed some- 
thing more: a principle of order and stabilization. He conceived 
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it to be the current mission of the church to represent this element 
of order and to offer the moral link for a liberal society. 

It might be asked whether Lamennais misinterpreted liberalism 
so completely that he could actually believe in such a solution, 
whether he wholly ignored the fundamental opposition of liberal- 
ism toward an authoritarian church. His position can be better 
understood if it is assumed that he traced the liberal opposition 
to the church only to the church’s close alliance with the restora- 
tion state, in other words, believed that the church was only an 
incidental victim of the hatred which arose against the Bourbon 
monarchy. This was but partly true. There was one wing in the 
liberal movement that hailed a state-free church—but as an ally 
against the rising socialist movement. The bulk of liberals were 
wholly anticlerical. There was, however, a deeper implication in 
Lamennais’ thinking, which caused him to be convinced that 
church and people, church and democracy, church and liberal 
freedom could meet. 

Lamennais believed in what he called sens commun. By this he 
meant a kind of primary revelation, a sense of truth originally 
implanted in human nature by the Creator, a faculty by which all 
men who honestly and invariably seek the truth are directed to- 
ward its discovery through observation of the nature of things and 
the facts of history. The ultimate criterion of truth is this sens 
commun—and the Catholic church was its interpreter. If the 
sens commun is a gift to all people who earnestly and honestly seek 
the truth, if furthermore it is preserved and interpreted by the 
church, then liberalism and Catholicism must be able to meet. 
The liberals, when the church had severed its links to the sup- 
pressors of freedom, would willingly accept the truth it had to 
proclaim. It was for this reason that Lamennais so confidently 
proposed an alliance between the two. As the traditionalists, like 
de Maistre and de Bonald, contended that church and state were 
interpenetrative and coterminous, so Lamennais urged that the 
same essential unity obtained between church and humanity, 
church and people. 
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The July revolution of 1830 abolished the Bourbon monarchy, 
an event which Lamennais had predicted. The liberal bourgeoisie 
seized power and Louis Philippe became king by their grace. The 
situation seemed mature for the liberalization of Catholicism. For 
this purpose Lamennais founded the daily Avénir (1831). This 
paper promoted Catholic activism, directed toward a reconcilia- 
tion between society and church. “From century to century, ac- 
cording to the degree in which Christianity developed social rea- 
son, it developed also the principle of freedom. Nothing can stop 
this magnificent and necessary development because on the one 
hand the power of Christianity is inexhaustible, on the other hand 
there is no boundary for the expansion of human reason or of 
human freedom” (Avénir, 28-29 July 1831). Providence speaks 
through the nations’ desire for freedom; the time of the kings has 
passed. The state, formerly endowed with spiritual rights, has lost 
these rights and has shrunk to merely administrative functions. The 
government will be no more than a regulating agency. The true 
social reality is the people, and the only spiritual power is the 
church; the church will be the representative of mankind united 
in the charity of Christ. 

There is here revealed a tragic misunderstanding of the liberal 
world view. Without going into details it can be said briefly that 
Lamennais’ belief in the primary revelation, in the sens commun, 
induced him to take lightly the differences that existed between 
the Catholic church and liberalism in matters of social philosophy 
and of the imago hominis. There was indeed a greater gap between 
the two than their mere historical divergences would indicate. 
When the papal bull Mirari vos (1832) exposed the essential dif- 
ferences Lamennais left the church and went his way—the way of 
a passionate belief in the sens commun and at the same time in 


liberalism and democracy. 

Nevertheless there remained one outstanding performance of 
Lamennais: he had stirred up a Catholic activism and had given 
it a direction toward the people, toward the social problems of 
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the age. Democracy to him meant more than a political confes- 
sion: it was a claim for the rights of the poor. The peuple meant to 
him the nameless masses of the sinking petty bourgeoisie, and also 
the wage-earners and the traditional group of the miserable poor, 
the latter being an inheritance from the Napoleonic wars and the 
pre-capitalistic age. Prevented from decisive political influence 
and unable to replace the prevailing economic order by one which 
would better meet the Catholic ideal, the awakened Catholic ac- 
tivity turned toward charity. Frédéric Ozanam was the great hero 
in this field. 

Ozanam took over Lamennais’ passion for the peuple. What he 
proclaimed in the later years of his life had always been his leading 
maxim: “Passons aux barbares.” Hence his belief in democracy. 
He refused to see in democracy a merely political issue; to him 
too it meant a social issue, a guarantee of social justice and a 
means of opening the sluices of charity. In his contention that poli- 
tics should be replaced by social work and that political institu- 
tions should be substituted by social institutions he may have been 
somewhat influenced by St. Simonian ideas. A deep mistrust of 
established institutions characterized his attitude. More than in 
any institution he believed in a reform of the mind. This attitude 
stamped his whole program, and was at once his strength and his 
weakness. Neighborly love and personal sacrifice were to him the 
two dominant presuppositions for a social reform. Here the church 
was on safe ground. The rest could, for the time being, be left to 
the unvarying laws of the nature of human society and to provi- 
dence. Ozanam belonged to that group of thinkers who expected 
a renaissance of a Christian order after the breakdown of the pres- 
ent system; this belief was so deeply rooted in them because all 


of them thought in terms of a natural order of human society and 
a static human nature. To these preconceptions it is only necessary 
to add the elements of Catholic doctrine which concern man’s 
sinfulness, common guilt and redemption, and the result is the 
basic premises of the Catholic opposition to modern liberalism and 
individualism. 
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It was the mission of a great, and long forgotten but now revived, 
Spaniard, Donoso Cortés (1809-1853), to bring the issue back to 
first principles. In doing so’ he drew the line between Catholicism 
and liberalism sharper than had anyone else. Cortés, though a 
layman, was a better theologian than Lamennais. Though no phi- 
losopher, he was the better philosopher. His strength was his pos- 
session of what his opponents lacked, a realistic knowledge of man 
and human society. Liberalism and socialism contended from a 
limited social situation that man was the enlightened bourgeois of 
that age, autonomous, self-conscious, full of pride in reason, and 
that society was divided only over the issue of equality. Sociological 
determinism did not confuse Cortés’ thinking as it did that of the 
contemporary liberals and socialists. Having been a liberal him- 
self for a long time, an adherent of the moderados, he turned away 
under the influence of the chaotic and distressed period he lived 
in: the Spanish civil war and the French revolutions of 1830 and 
1848. 

Cortés’ book Ensayo sobre el Catholicismo, el Liberalismo y el 
Socialismo (1851) was the maturest critique produced in that age 
against the liberal and socialistic philosophy. In this book Cortés 
upheld Catholicism as the only principle of order, for the indi- 
vidual as well as for society. In the school of Catholic teaching man 
learns how and when things and times are to end and how they 
began. The doctrine of the church contains the truth about the 
metaphysical nature of man and of human society. Hence there is 
no discussion possible concerning it. Liberalism, incognizant of 
this essential nature of man, leaves man and society to the discus- 
sion of the philosophers. But truth cannot be found by discussion, 
and man is not infallible. To be sure, a church claiming to know 
the truth about man must be intolerant, but this intolerance saves 
the world from chaos. The church puts the family—to Cortés the 


basic social institution—religious values, the authority of the state 
beyond discussion; if it did not they would be disintegrated by dis- 
cussion. The church has preserved the basis of all society: unity 
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in multiplicity. It has saved the idea of the community of all men 
and the communio sanctorum with man. The church is a stabiliz- 
ing and preserving element, measuring all earthly and temporary 
things with the gauge of eternity. 

It is a great achievement of Donoso Cortés to have raised the 
question of the theology underlying liberalism and socialism. Lib- 
eralism, he declared, has but very little theology, and thus does 
not take into consideration man’s place in a divine scheme. Lib- 
eralism, philosophically based on deism, splits divine sovereignty 
into two parts: the “constitutive sovereignty” is left to God but the 
“actual sovereignty” it takes for man, in particular for the enlight- 
ened philosophers and for the statesmen. The people may owe rev- 
erence to God, but obedience they owe to philosophers and states- 
men. Public life is secularized and follows its own laws. Evil, ac- 
cording to liberal conceptions, is identical with bad government, 
and bad government is the government of kings and aristocracies. 
But liberalism would not care to push democracy too far, it would 
not care to share it with the rank and file of the people, with the 
have-nots, even though in the long run it will not be able to prevent 
the onslaught of the suppressed masses, who will claim their rights 
in the name of the liberal gospel. 

No attempt to escape this fate by discussion will be of any avail. 
To quote a famous passage from the Ensayo, the socialist declares 
to the liberal: “You want me to discuss with you the issues in ques- 
tion. I pardon you because you do not know what you are doing. 
Discussion is a patent medicine whose power you do not realize. 
It produces general disintegration. It has already ruined your 
adversaries, and it will ruin you. I am determined to resist dis- 
cussion with violence; I catch it with my fist and strangle it, lest it 
may strangle me.” If liberalism hopes by discussion to accomplish 
equilibrium in society it is badly mistaken; if man ventures to 
keep the social universe in equilibrium by his own efforts, and to 
entrust peace and justice to institutions and blind forces, he must 


fail utterly. God made man king in the realm of science, but one 
science, in profound wisdom, He withheld: the science of equi- 
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librium. Man cannot keep things in equilibrium unless he leaves 
them as they were created. Only nations whose institutions have 
developed untouched by man’s artful and wishful and mischievous 
interference have stood the test of balance. Society is not, as 
liberalism and individualism conceive it, a mere interrelationship 
of individual activities, deeds and interests, which automatically 
converge to a sensible result and to unity. On the contrary it has 
its immanent principles of order and harmony; its equilibrium 
can be safeguarded only by leaving it subjected to these principles. 
The human universe is hierarchically ordered and has its ultimate 
goal in man’s salvation and the glory of God; hence we can only 
reject liberalism’s division of this universe into human and divine, 
and its imputation of autonomy to the separate parts. 

It is these inadequacies of its theology which, according to 
Cortés, are the deepest cause of the fallacies of liberalism. They 
result in its incapacity to give to human culture a real incentive 
and its incapacity to make any real contribution. Culture is the 
reflex of theology: this thread goes through all of Cortés’ thinking. 
Better than Lamennais he realized the immense distance between 
Catholicism and enlightened liberal philosophy. Consequently he 
dealt with it unmercifully, even unjustly, and in the same way he 
dealt with what he called the twin of liberalism—socialism— which 
he knew only in its pre-Marxian types (Proudhon) . Both of them 
he saw only as philosophies of social disintegration. He could not 
conceive of their ideas and movements as intervals in a dialectic 
process; he merely analyzed their deviation from the “truth” and 
from the “nature of the social order,” and concluded that there 
could be only one result: catastrophe, the destruction of culture. 
He overlooked the fact that such a strict and immediate relation- 
ship does not exist between a disturbed “ordo” and the course of 
history. The consideration that human reason, or the logic of 
things themselves, might direct the course of history back to an 
equilibrium was not entirely strange to him, but he did not put 
much trust in it. Between the truth and human reason God has 


put “una repugnancia immortal y una repulsion invencible.” Man, 
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claiming sovereignty, rebels against God’s sovereignty, and thus 
rebels against the truth, or tries to get around it. And here is the 
point whence Cortés’ distrust in human reason drew a radical con- 
sequence: he asserted that a secret link exists between human rea- 
son and—absurdity: “Entre la raz6n humana y lo absurdo hay 
una afinidad secreta, un parentesco estrechisimo . . . el pecado los 
ha unido con el vinculo de un indisoluble matrimonio.” This is 
the innermost reason why Cortés, to whom Hegel was no stranger, 
had no chance to interpret history as a progress of reason strug- 
gling its way in a dialectic process. 

Donoso Cortés was more than a provincial celebrity. His writ- 
ings and his parliamentary addresses were subjects of European 
interest. There is no doubt that his ideas meant a great deal in the 
formation of a Catholic position in his age. In fact his influence 
went far beyond Catholicism. Schramm in his able study (Donoso 
Cortés, Leben und Werk eines spanischen Antiliberalen, Hamburg 
1935, Pp. 114) points out with full right that Cortés’ Ensayo was the 
most vigorous attack made by European anti-revolutionary think- 
ing of Catholic origin against doctrinary liberalism as well as 
against pre-Marxian socialism. What Lamennais missed Cortés 
emphasized: the vital antagonism in theology and in the image of 
man between the church and liberalism. 


Vv 


In raising the issue of the theological foundation of his adversaries 
Cortés struck indeed an essential point, the very point of departure 
between Catholicism and liberalism. The deism of the enlighten- 
ment period was fundamentally different from the dogmatic the- 
ism of the Catholic church. This deism separated the creator and 
the world. The former was the causa remota; nature and society 
had their own dynamics and their own mode of being. Deism 
established immanence on firm ground and left it to man to seize 
this world, to order and build it in his way. It was a realm built 
and ruled by human reason that came into existence, a projection 
of philosophers, of enlightened statesmen, of social architects. 
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But in reality it became a world of business men. The transposi- 
tion of this liberalism into economic and social reality was the 
function of the rising bourgeoisie. Its way of building up this new 
society was to separate the social and economic order from the 
political order, and to reduce to a minimum the functions of the 
latter. The constitution of the economic order—which was basic 
for everything else—was personal freedom (including absolute 
right over property) , self-responsibility, self-interest (as the lead- 
ing ethical rule) and free competition. For the establishment and 
the functioning of this new world the link to providence which 
Adam Smith had predicated was soon no longer needed. With 
Bentham the system became entirely secularized, autonomous and 
rational, wholly based upon and animated by utilitarian motives. 

But even in Bentham’s age it became obvious that this indi- 
vidualistic liberalism worked in favor not of man in general but 
of a distinct social group. It had its favorites and it had also those 
who carried its burden. Economic equilibrium became a crucial 
problem; social unrest began, reaching from the margins of society 
into its very center. This social unrest has gone through the entire 
age of capitalism, producing the more chaos the more the rem- 
nants of pre-capitalistic institutions and mores decay. What Cortés 
predicated has happened: the economic and social equilibrium of 
capitalist societies has become more and more precarious. 

Cortés, convinced that a despotic rule of socialism would come 
and that it would break up the very foundations of western civili- 
zation, foresaw nevertheless a new Christian order after the general 
breakdown. This belief in a coming revolution and in the subse- 
quent rise of a happy order was given another expression in a 
document published almost at the same time: in the Communist 
Manifesto of Karl Marx. Through Marx’s writings this belief was 
secularized and became an element of proletarian class thinking, 
as far as the proletariat turned Marxian. Needless to say, the Catho- 
lic church did not share this doctrine of a pending catastrophe. In 
fact the church could not share it, because it teaches the freedom 
of man to change his mind and because its doctrine of grace pre- 
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vents it from any kind of determinism. It was for these two reasons 
that the Catholic church could not stand aside in the turbulent de- 
velopment of the capitalistic age. In the last analysis such an aloof- 
ness would have implied a Manichaean position, an assumption 
that the existing world was entirely wicked, to be left to condem- 
nation. 

The next reaction from Catholic writers was the romantic move- 
ment, a radical anti-liberalism tending toward the glorification and 
reestablishment of mediaeval institutions. But the mediaeval order 
could not ultimately be accepted as the only possible order; it had 
its particular historical circumstances, and they had gone. More- 
over, even in mediaeval times, the church had never asserted that 
in that order the kingdom of God was realized on earth; this 
theophanic assumption, which characterized the Orthodox Russian 
church, was to some persons of the middle ages a real temptation, 
but only a temptation. Since the fate of Boniface vi nothing more 
of this kind had been considered. 

Realizing that it could not change the new economic and social 
order the church turned to the victims of this order, guided by 
the principles of charity and justice. The rapid spread throughout 
Europe of the St. Vincent de Paul societies, founded in May 1833, 
was evidence of this purpose. The early writings of Bishop von 
Ketteler pronounced the same motive: charity is what the social 
situation demands from the church. It is characteristic that for a 
long time the rising labor problem was looked upon as a poverty 
problem, and that in this form it included the decaying pre-capi- 
talistic middle class groups. In these activities the church had an- 
other aim beyond that of helping the poor by charity: it hoped 
to educate the more fortunate of the faithful to a feeling of respon- 
sibility for the needs and distresses of the poor. It is well known that 
this was Ozanam’s primary motive, rather than improving the 


conditions of the poor. The call went also to the employers: it was 
their obligation to deal with their workers according to justice. 
Sometimes structural ideas mingled with these suggestions, as when 
the Bishop of Linz proposed to the employers of his diocese to ar- 
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range shop life on monastic lines, with common prayers, spiritual 
exercises and the like. A good many attempts toward Christian pa- 
ternalism resulted from these endeavors, some of them, like 
Harmel’s factory in Val de Bois (France) , surviving and prosper- 
ing even to the present. 

In his later writings Bishop Ketteler was deeply impressed by 
what the Alsacian employers had done for the benefit of their work- 
ers. Having trusted for some time (1863-1867) in productive asso- 
ciations as a possible means for reconstructing the liberalistic order, 
he turned, after the evident failure of these ideas, toward what is 
known as welfare activities, starting from the employer and 
centered around the shop (1869). He went so far as to assert that 
if such activities were instituted in all the factories and shops the 
labor problem would be entirely solved. In looking over his very 
comprehensive catalogue of measures we miss only one point: there 
is no provision made for trade unions. But Ketteler included a 
provision which was not contained in the French catalogue, pub- 
lished in 1867 by Alfred Le Roux, the French Minister of Agricul- 
ture and Commerce: state interference for the protection of wage 
earners, particularly women and children, for Sunday rests, work- 
ers’ accident compensation and protection for workers’ mutual 
benefit associations. If we add trade unions to Ketteler’s proposals 
the whole range of Catholic social politics is embraced. In 1891 
the encyclical Rerum novarum promulgated this program as the 
official platform of the Catholic church. 

This encyclical, like the later Quadragesimo anno, implied that 
the liberal and. capitalistic order was not thoroughly to be con- 
demned (per se ipsam non esse condemnandam) . The development 
of social legislation as well as of trade union activities had demon- 
strated that the capitalistic system had certain wide margins of 
flexibility and of permeability for social aims and ethical view- 
points. Everything depended on the extent of this responsiveness. 
Up to the war it apparently was in the ascendency, undoubtedly 
because capitalism was expanding and its productivity was increas- 
ing, largely through new techniques. In close connection with this 
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success of social legislation and trade unionism, the traditional re- 
luctance against the capitalistic system began to diminish. Keller’s 
Unternehmung und Mehrwert, eine socialethische Studie zur 
Geschaéftsmoral (1912) was a striking expression of the new trend 
—or better, of the most representative trends in the immediate 
prewar Catholicism. But even this book, willing to reconcile the 
Catholic position and the capitalistic order, emphasized that no 
understanding was possible unless capitalism accepted the Christian 
ethical standards. One is reminded of Lamennais in reading pas- 
sages like the following: “The church, penetrating modern busi- 
ness life with her ethical ideals, for the purpose of gaining it for 
Christ, fulfils in business offices and banks and on the stock ex- 
change the mandate of the Good Shepherd” (p. 94). Keller over- 
looked the simple fact that the degree of actual freedom needed in 
following heterogeneous ethical lines in business is given only to 
the upper set of the established, more successful entrepreneurs 
—provided that their superior position does not depend only on 
close adherence to the strictest business ethics. 

Catholicism was for long decades in a defensive position against 
liberalism and individualism. Then it became openly aggressive. 
At the present time European Catholicism, in opposition to com- 
munism and fascism, establishes a certain agreement and under- 
standing with the sound kernel of liberalism: the defense of the 
natural rights of man against collectivities, the defense of the tradi- 
tional concept of personality against the concept of man as a mere 
means for collectivist or nationalistic ends. 


(The Catholic University of America) 











TOTALITARIAN “ELECTIONS” IN 
ITALY TODAY 


BY GAETANO SALVEMINI 


I 


In PRE-FASCIST Italy Parliament consisted of two houses: the Sen- 
ate and the Chamber of Deputies. Senators were appointed by the 
king, but in actual practice their names were laid before him by the 
prime minister. Although their number was theoretically unlim- 
ited, it was usually around four hundred, of whom about two fifths 
were high military and civil officials, one fifth big landowners, one 
fifth big business men and one fifth university professors and other 
well-to-do intellectuals. ‘The Senate was called the “asylum for old 
men” (geronticomio) because its membership was for life and 
hence many of the senators were in their dotage. The deputies to 
the Chamber were elected in single-member constituencies until 
1881; in three- to five-member constituencies from 1882 to 1891; 
again in single-member constituencies from 1892 to 1913; and 
under a system of proportional representation in 1919 and 1921. 

Until 1881 the franchise was granted only to those males who 
were twenty-five years of age and over, who paid at least 4o lire 
($8) a year in direct taxes, and who could read and write. In 1881 
the enfranchised numbered 622,000, that is, 2.22 per cent of the 
population, while under a system of universal male suffrage about 
go per cent of the population would have had a right to vote. In 
1882 the franchise was extended to those males who were 21 years 


of age and could read and write, regardless of whether they paid 
any direct taxes; but if the citizen was not registered among the 
taxpayers he had to prove that he had attended at least the third 
grade in a municipal school, or he had to send to the town clerk 
an application signed by him before a notary public. Thus 
2,112,000 (7.39 per cent of the population) were registered, and 
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between 1882 and 1894 the number of registered electors increased 
to 3,000,000, or g.8 per cent of the population. 

A reform in 1894 rendered the acquisition of the franchise more 
difficult to those who could read and write, and the number of 
electors dropped to 2,159,000, or 6.89 per cent of the population. 
After 1895 the number slowly increased again until in 1912 it 
reached 3,329,000, or 9.28 per cent of the population. 

In that year a fresh electoral reform took place which extended 
the franchise to all males who were either more than thirty years 
of age or had served in the army or navy, regardless of whether 
they could read and write. It was felt that experience of life is more 
important than a knowledge of reading and writing. Many thou- 
sands of peasants were illiterate, yet they had been to America and 
had returned home with their savings and with a greater experi- 
ence of life than, for instance, a young gentleman who read French 
and had never yet faced a greater practical difficulty than that of 
arranging his necktie in front of his mirror. Thus the electorate 
jumped to 8,672,000, or 24.2 per cent of the population. 

During the World War all the male citizens less than thirty years 
of age had served in one way or another in the army or navy, and 
therefore in 1919 the electorate rose to 11,115,000, or 29.3 per cent 
of the population. This was universal male suffrage. 

In the national election of 1913, 60.4 per cent of the electorate 
went to the polls; in that of 1919, 56.6 per cent; and in that of 
1921, 58.4 per cent.? The full significance of this percentage will 
* Statistica delle elezioni generali politiche della xxiv legislatura (Rome 1913); Le 
correnti politiche italiane dal 1909 al 1921 (Florence 1922). Speaking before the 
New York Foreign Policy Association on January 22, 1927, the fascist propaganda 
agent, Bruno Roselli, in order to show that the Italian people were indifferent to 
politics and therefore had no reason to resent Mussolini’s dictatorship, had the 
audacity to assert that “6o per cent of possible voters never were willing to avail 
themselves of the privi which was given them” (Foreign Policy Association, 
Italy under Fascism, pamphlet no. 42, series 1926-27, p. 10). The director of the 
British Institute of Florence, H. E. Goad, contented himself with inventing that 
“usually not more than 50 per cent of the electorate went to the polls” (Goad, H. E., 
The Making of the Corporate State, London 1932, p. 28). Both, of course, were 


careful not to explain why under the Italian system of registering voters even 40 or 
50 per cent was not at all low. 
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become clear if one takes into account the fact that in Italy the 
voter was as a rule registered by the town clerk and had to cast his 
ballot in the place where he was born and not in his place of resi- 
dence. This entailed a long and costly trip for many civil servants, 
business men and workers, just for the sake of voting, and it led to 
many abstentions. Moreover, millions of workers were earning 
their livelihood in foreign countries. Again, those who were doing 
their military service could not vote. Under such conditions the 
percentage of the Italian voters was anything but low. In the United 
States the citizen registers and casts his ballot in his place of resi- 
dence; yet in the 1932 presidential election only 40 million voters 
out of a potential 70 million voters took part, or 57 per cent; and 
in 1936, out of 75 million potential voters, 45.8 million, or 61 per 
cent, cast their ballots, and this was regarded as a record-breaking 
total. 

One wonders why Mussolini did not do away with the lower 
house altogether. The Senate alone would have been left. This body 
depends upon the prime minister for its membership, and is there- 
fore not exposed to the unpleasant surprises associated with popular 
elections. The number of senators is not fixed, and the prime min- 
ister, by introducing fledgeling senators, can down all opposition, 
assuming that in such an assembly an opposition could arise.1 In 
short, the Senate, as it exists today in Italy, ought to be the ideal 
chamber for Mussolini and render an elective chamber superfluous. 

But the king seems to have been reluctant to scuttle the last 
traces of electoral institutions. Mussolini himself did not dare to 
destroy root and branch the system of elective representation, as 
long as other civilized countries remained infatuated with that 
ridiculous prejudice. If Italy did not from time to time give to 
the world the appearance of national elections, or as Mussolini 
scornfully calls them, “pulp-paper revels,” no American banker 
could induce the American investors to underwrite an Italian loan, 


*“In May 1929, out of 442 senators, 207 were enrolled in the Fascist party; today, 
when the newly elected senators are authenticated, the party members will form 
a large majority in the Senate” (Stampa, April 28, 1934) . 
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because the American newspapers could not affirm that Mussolini 
really represents the Italian people, as is demonstrated by regular 
national “elections.” ‘Thus Mussolini had to confine himself to a 
less ambitious program: that of retaining the royally appointed 
Senate alongside an elective Chamber; but he did this on condi- 
tion that the latter be “without an opposition.”? 


II 


A chamber without an opposition must obviously be elected by 
some procedure which will render it impossible for the voters to 
elect any opponents. This problem was solved by the act of May 
17, 1928, according to which the “chamber without an opposition” 
was to be “elected” by three distinct and successive steps: first, 
“nomination of candidates’; second, ‘‘designation of deputies”; 
third, “‘ratification by the electorate.” Two elections have taken 
place under this law: one in March 1929 and the other in March 
1934. The procedure was identical in both cases. 

First, the “nomination of candidates.” Ten thousand? provincial 
and national officials, who formed the National Councils of the 
Confederations of Employers, of the Confederations of Employees, 
and of the one Confederation of Professional Classes, met in Rome 
on the date set by the government and drew up a list of eight hun- 
dred nominees. 

These officials are not elected by the rank and file of their or- 
ganizations; the presidents of the confederations are appointed by 
Mussolini, and they in turn, in agreement with the leaders of the 
Fascist Party, appoint the council officials. The latter are in no way 
accountable to the membership below.* Thus the nominations were 
made neither by the rank and file of the organizations nor by their 
own trusted representatives. 

Even the ten thousand officials, however, had little to do with 


*Mussolini’s interview with the Prensa of Buenos Aires, December 7, 1926. 

* This number is given by the Corriere della Sera, September 29, 1928, and by an 
official communiqué of February 15, 1934. 

* See Salvemini, G., Under the Axe of Fascism (New York 1936) chs. 3, 6 and 8. 
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the nomination. The procedure by which the lists were drawn up 
was that common to all fascist “elections.” ‘The president of each 
confederation and his close advisers prepared the list in accord 
with the leaders of the party, and on the day of the meeting each 
president read out the names to the National Council of his con- 
federation, which approved it en bloc by acclamation.’ The presi- 
dents of the confederations could even have dispensed with the 
farce of asking the acclamation of their officials, since the charters 
of all the confederations give the presidents the right to appoint 
on their own authority all the delegates who are to represent their 
organizations in public bodies. 

While the presidents of the confederations, in accord with the 
leaders of the Fascist Party, nominated eight hundred candidates, 
two hundred more candidates were nominated by bodies of a 
political, cultural, educational or charitable nature, designated by 
the government on the recommendation of a committee composed 
of five senators and five deputies. The method of “nominations” 
was the same for these privileged bodies as for the National Coun- 
cils of the confederations. For example, the ‘“‘secondary schools” 
in each district “nominated” their candidates. But it was not the 
teachers who did the “nominating.” It was the headmasters of sec- 
ondary schools in each district, under the chairmanship of the 
Provveditore (Commissioner of Education appointed by the gov- 
ernment in the district) . The Provveditore announced the candi- 
date already carefully chosen by the minister. The headmasters 
“acclaimed,” and everybody went home happy and contented. 

The names of the nominees were not given to the press, except 
in the case of Mussolini, who was unanimously nominated by all 
confederations and privileged bodies. 


* Here, for example, is the way in which the National Council of the Confederation 
of Employers in Agriculture drew up the list of its nominees: “The President read 
aloud the official list of names to be forwarded to the Grand Council, which was 
unanimously accepted. It opens with the name of His Excellency, Benito Mussolini, 
which was received with an imposing ovation lasting several minutes, the whole 
assembly on its feet” (Corriere della Sera, February 6, 1929). The same performance 
took place in 1934. 
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Second, the “designation of deputies.” The names of the thou- 
sand nominees were “presented” to the Grand Council of Fascism, 
which is something analogous to the Conseil d’Etat in the time of 
Napoleon I, that is, a private advisory council of the dictator, who 
controls its activities from beginning to end. The Grand Council 
could freely choose from among the thousand candidates, regard- 
less of which organizations had nominated them. It could even 
appoint persons who had not been nominated. It could even reject 
the whole list of a thousand nominees and select four hundred 
of its own choice, though in fact, for obvious reasons, such a neces- 
sity did not arise. The selection was made at secret sittings. Un- 
limited discretion and secret proceedings made the “presentation” 
of the preliminary list to the Grand Council a mere farce. 

The gist and logic of the system was expressed by the fascist 
newspaper, J/ Resto del Carlino, December 4, 1932, in the follow- 
ing words: “The electioneering mentality of democracy has dis- 
appeared and the idea of political representation has been enlarged 
to include every means whereby popular sentiments and aspira- 
tions are revealed, with the result that old parties have been elimi- 
nated and all political forces have been concentrated in Fascism. 
It was hence necessary that a new organ should arise alongside the 
government, and that one of its functions should be to constitute 
the national representative body. It is thus that the Grand Coun- 
cil of Fascism designates the representatives of the nation.” 

And finally, the “ratification by the electorate.” After the “desig- 
nation” made by the Grand Council the deputies “were without 
further ado considered as elected”” (Resto del Carlino, December 
4, 1932). But some kind of participation by some kind of “elec- 
torate” was still necessary, according to the “‘stupid ideas of the 
nineteenth century,” if other countries were to believe in the ex- 
istence of a representative regime in Italy. Hence the “ratification.” 
The four hundred deputies ““designated” by the Grand Council 
went to the “electorate” for “ratification.” The whole country 


formed a single electoral unit. The ballot bore the formula: “Do 
you approve the list of deputies designated by the National Grand 
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Council of Fascism?” The electors were to answer either “yes” or 
“no.” If the majority answered “yes” the four hundred deputies 
were “ratified” en bloc. 

In other words, the task of nominating the candidates, which 
once belonged to political parties, was entrusted to the presidents 
of the confederations and of privileged bodies; the right to select 
the deputies was shifted from the electorate to the Grand Council 
of Fascism; and the electorate was left with the sole function of 
saying “‘yes” or “‘no.” 


III 


In his speech of December 8, 1928, Mussolini made the following 
promise: “We will exercise neither trickery nor pressure; the 
people will vote freely.” But he was careful enough to add: “I 
hardly need to remind you that a revolution may consent to be 
endorsed .by a plebiscite, but never to be overthrown by it.” 

When, for the first time, the electorate was called upon in March 
1929 to “ratify” the four hundred deputies “designated” by the 
Grand Council, the Secretary General of the Fascist Party speaking 
in Milan on the eve of the plebiscite, March 23, made the follow- 
ing announcement: “If the twelve [!] million “yes’ votes should 
at once be transformed into twenty-four million “no” votes, Mus- 
solini would still remain the Head of the government. If twenty- 
four million “noes” were to be dropped into the urns, it would 
mean that Italy had been turned into a lunatic asylum. All the 
more reason, therefore, why the wise ones should remain at their 
post of command.” 

Since there were no opposition press, no opposition party or- 
ganization, no possibility of campaigning against the party in 
power, and no opposing candidates, whoever refused to go to the 
polls revealed himself as an opponent. Therefore the whole effort 
of the fascists was directed at preventing abstentions. The word of 
command was “No absentees.” As an example, the following warn- 
ing appeared in the Popolo di Romagna of Forli, March 16, 1929: 
“All Italians, both Fascist and non-Fascist, know very well that to 
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abstain means voting against. They know that to fall ill on March 
24, to go away on March 24, to be absent for any cause on March 
24, means neglecting their duty. No one can absent himself on 
that day on which Fascism will once again make a roll-call of its 
friends and enemies. Is there, within the whole province of Forli, 
one single despicable creature who does not realize the duty of 
voting?” 

When the “election” of 1934 occurred the Roman correspondent 
of the New York Times, whose loyalty to fascism is above all doubt, 
sent to his paper (March 26, 1934) the following information con- 
cerning the “‘battle’’: “No stone was left unturned by the Fascist 
party machine to get as high a percentage of voters to the polls as 
possible. As the voters entered the electoral stations, blackshirted 
Fascists crossed their names off the list of registered voters. The 
party was thus able to keep a check on those who had voted and 
those who had not. All those who had not voted by midday received 
reminders from the Fascist party, couched in courteous language, 
inviting them to perform their duties as citizens. Similar reminders 
were sent to those who had failed to vote by 4 o’clock in the after- 
noon.” 

On coming into the polling station the voter received two ballot 
papers, one tricolor with the word “Yes,” and one white with the 
word ‘“‘No.” The paper on which the ballots were printed was as a 
rule so thin and transparent that the tricolor ballot could easily 
be distinguished from the white one even when folded. In those 
cases in which the ballot papers happened not to be sufficiently 
transparent the recording officers, who had to put their signatures 
on the outside of the ballots to assure their authenticity, signed the 
“yes” papers in a different way from the “no” papers: they signed 


*In 1929 a correspondent of the London Spectator had the audacity to assert that 
he could “testify to the falsity of the charge that the recording officer could dis- 
tinguish between the ‘Yes’ and ‘No’ ballot papers.” Another Englishman who had 
been in Italy on the day of the plebiscite, and had procured samples of the voting 
papers, sent one of them to the editor of the review, who was compelled to admit 
that the “voting papers showed the red band from the outside without particularly 
close scrutiny” (Spectator, June 29, 1929). 
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the “yes” ballots, for example, merely with their initials and the 
“noes” with their full names; or else they put their signature at 
the top of the “yes” papers and at the bottom of the “no” papers. 
Thus there was no danger of their taking a “no” for a “‘yes.” 

The voter was allowed, however, to retire into an enclosed space 
and there, without any supervision and in the most absolute secrecy, 
to put one of the two papers—the one he did not wish to use— 
into a box. Then he left the enclosed space and handed the other 
ballot to the recording officer. 

An Englishman who was present on the great day of 1929, ina 
little town of northern Italy, wrote as follows in the New States- 
man, April 13, 1929: “On the polling day, groups of Blackshirts 
visited every voter who was suspected of wishing to abstain, and 
brought him by force to the polling-booth. One man I know of, 
who had received two summons by mistake, was in consequence 
conducted twice, in spite of his protests, to register his vote. Many 
employers of labor ordered their workers to bring back the ‘no’ 
paper from the polling-booth as proof that they had handed in the 
‘yes,’ and Fascists openly advised the voters to keep their ‘no’ forms 
as a useful guarantee of their loyalty. Lists of those who had voted 
against were immediately drawn up, and during the following 
days all those guilty of such temerity were summoned to the Fascist 
branches [Fasc], questioned, threatened, and in some cases beaten. 
I can vouch for one case, that of a peasant known to me personally, 
who was beaten in the presence of the Mayor [Podesta]. In spite, 
however, of all this terrorization, a number of ‘noes’ were regis- 
tered. In a town near to that in which I was staying, the ‘noes’ 
started to come in so thick and fast that the Chief of Police 
[Questore] had rapidly to be sent for from the neighbouring pro- 
vincial capital to take care of the matter in hand.”? 

No wonder, therefore, that the government was in a position to 
announce that 89 per cent of all registered voters had cast their 
ballots, and that there had been over 8,500,000 “‘yes” as against 


1See also Haider, C., Capital and Labor under Fascism (New York 1930) pp.- 
258 ff. 
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a mere 136,000 “no.” Either those “noes” were courteously pre- 
sented by the government to a non-existent opposition in order 
to avoid the absurdity of complete unanimity, or else they show 
that in March 1929 there were to be found in Italy 136,000 
courageous but insane men ready to defy the blackshirts for the 
satisfaction of dropping a perfectly useless “no” into a ballot box. 

The results of the plebiscite of March 1934 were even more 
flattering to the dictatorship than those of four years before. Out 
of 10,433,536 registered voters, 10,041,997, that is, 96.25 per cent, 
went to the polls; the “yes” ballots were 10,025,513, that is, 99.84 
per cent of the voters, while the “‘noes” were 15,265, that is, 0.15 
per cent of the voters. In short, the Italian people demonstrated 
clearly that they were unanimously satisfied with the economic 
crisis, decreased wages and increased unemployment and poverty of 
the past seven years. 

In the entire province of Aquila the plebiscite gave only eight 
votes against the regime. A few days later, in the little town of 
Pratola Peligna alone, there was a rising of the people, in which 
seven were killed, thirty were wounded and about two hundred 
arrested. It is clear that all these persons, minus eight, had voted 
“yes” on the day of the plebiscite, and that in the rest of the prov- 
ince no one had voted “no.” 

Satisfaction was unanimous even among the Germans of South 
Tyrol and the Slovenes and the Croats of Istria. In South Tyrol 
there were 51,952 registered voters; of these 48,543 went to the 
polls, and only 516 voted “‘no.”” The provinces of Fiume, Gorizia, 
Pola and Trieste, containing 500,000 Slovenes and Croats, had 
240,599 registered voters, of whom 230,954 went to the polls, and 
no more than 418 voted “no.” Yet in the spring of 1931 the fascist 
press had stated that on account of anti-Italian feeling more than 
a hundred crimes had been committed in less than four months in 
the region inhabited by Slavs, among them fifteen homicides and 


* Hitler is less “efficient” in his plebiscites than Mussolini: he received only 92.8 
per cent in November 1933, 89.09 per cent in August 1934, and 98.79 per cent in 
March 1936. 
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thirty armed attacks. Eighteen schools, asylums and factories had 
been burned. There had been eight crimes of terrorism and four 
of espionage. The Special Tribunal for the Defense of the State, 
between February 1927 and July 1932, sentenced 106 Slavs to a 
total of 1,124 years in prison, and five to death. The plebiscite of 
March 1934 shows that the more arrests, death penalties, prison 
sentences and internments on penal islands multiply among the 
500,000 Slavs, the more they grow enthusiastic about Mussolini. 


IV 


In an interview granted to the correspondent of the Chicago 
Tribune, November 25, 1926, Mussolini gave to the new and old 
worlds the following announcement: “The Italian Parliament will 
be the expression of the new State which is now in course of for- 
mation, and will thus be better suited to represent the will of the 
nation. Electoral rights will be exercised by the Corporation, that 
is to say, the citizen will have the right to vote only inasmuch as 
he is a worker and a producer. In the new political and social 
organization of the country, i.e. the Corporative State which super- 
sedes the democratic-liberal State, the citizen who does not work 
will not have the power to vote.” 

A few days later, on December 19, 1926, he proclaimed in the 
Chamber: “We want to create a Corporative Chamber. It is absurd 
that men should be entitled to vote just because they have reached 
twenty-one years of age. Those alone who work, produce and 
bring some kind of contribution to the state from the product of 
their individual labors, should participate in the direction and 
administration of the state.” 

It is not surprising, therefore, that Sir Leo Chiozza Money, in 
the London Daily Mail of February 7, 1927, stated that the one 
difference between the fascist state and a democratic regime is that: 


“you vote as a member of a guild rather than as a citizen; it is no 
more tyrannical to be limited to industrial constituencies than to 
be limited under the parliamentary system to vote in a single 
parliamentary division and no other.” 
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As a matter of fact, in the first drafts of the bill for parliamentary 
reform, as published in the Italian press of November 12, 1927, 
and February 9, 1928, the right to say “‘yes” or “no” was granted 
only to members of the fascist organizations of employers, em- 
ployees and professional classes. The Corriere della Sera, February 
g, 1928, commented on this feature in the following words: “The 
right to vote is not given to the citizen as such, but only in so far 
as he is a producer, that is, carries on an activity recognized by the 
state, and is enrolled in a legal organization.” . 

Unfortunately in 1928 the membership of the fascist legal or- 
ganizations was only about three million, while the number of 
males over twenty-one years of age was about thirteen million. 
Could these three million members of the fascist organizations be 
regarded as the only producers in Italy? Obviously not. Conse- 
quently the act had to make the franchise depend upon other 
qualifications which had nothing to do with enrolment in the legal 
organizations. The right of saying “yes” or “no” was bestowed upon 
all Italian males of twenty-one and over, and on married men over 
eighteen with children, provided they paid dues to some organi- 
zation. In other words, the would-be franchise was granted to all 
employers, employees and professional men, since they all had to 
pay dues to a legal organization, whether they belonged to it or 
not. In addition, the franchise was granted to anyone receiving 
a salary or a pension from the central or local government, to 
members of the Catholic priesthood or of the clergy of any recog- 
nized church, and lastly, to those who paid at least one hundred 
lire a year (about five gold dollars) in direct taxes or who owned 
government bonds giving an annual income of at least five hun- 
dred lire. The number of the enfranchised thus rose to 9,659,570. 
That is, the right to say “yes” or “no” was bestowed not only upon 
producers, but also upon those who had no other productive func- 
tion than that of paying direct taxes or of owning government 
bonds. 

Despite this, in the North American Review, December 1932, 
Mussolini undauntedly went on asserting that in Italy “voting is 
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no longer done from the less significant viewpoint of residence, 
but from the viewpoint of man’s major interest, his occupation. 
The persons vote for representatives within their class, and send 
these representatives to the Chamber of Deputies.” Of course 
Mussolini’s propaganda agents faithfully expound Mussolini’s 
doctrine. 

One might surmise that Mussolini, when making such state- 
ments, refers to the “nomination” of “candidates” by the con- 
federations and other privileged bodies. These organizations might 
be thought of as occupational organizations. But, as I have said, 
the nominations were made by the presidents of the confederations 
and of other privileged bodies, and not by the membership of the 
organizations. All these presidents were Mussolini’s appointees. 
Their operations had nothing to do with either territorial or occu- 
pational constituencies. 

When the moment came for the voter to answer “yes” or “no” 
to the wholesale list of four hundred deputies already “designated” 
by the Grand Council, he gave his answer not in an occupational 
but in a national, that is, a huge territorial constituency. After 
making such a fuss about the need for scrapping the “‘outworn” 
democratic method of territorial representation, Mussolini had 
returned to territorial representation of a most extreme kind. 

Is voting to be done according to occupation rather than resi- 
dence? 

If by voting one mean a free selection between competing lists 
of nominees, discussion of such a question is wholly out of place 
as far as fascist Italy is concerned, because no voting ever takes place 
there. The citizen is fated never to vote, either as an adult male or 
as a producer; it makes no difference whether he works or not, or 
whether his constituency is geographical or occupational. The 


voting is done by Mussolini and his advisers. 

The “representatives” represent nothing and no one. No bond 
unites them to any electoral body. The electorate, which is con- 
strained to say “yes,” enjoys no means for either approving or dis- 
approving them. The so-called representatives are under the mili- 
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tary discipline of the Fascist Party and, both in the House and out- 
side, they become outlaws unless they obey without discussion the 
orders given by Mussolini. 


Vv 


Not even a Chamber without an opposition was to Mussolini’s lik- 
ing. On November 14, 1933, he stated: ‘““The Chamber of Depu- 
ties has never pleased me. . . . Even the name of the Chamber of 
Deputies is an anachronism. It is not an indigenous institution 
in Italy, and is foreign to our traditions and to our Fascist phi- 
losophy. It presupposes a world which we have left behind, a 
plurality of parties and political competition. On the day when we 
did away with the plurality of parties the Chamber lost its reason 
for existence.’ He hinted that it was “perfectly conceivable that 
the National Council of Corporations might supersede entirely the 
Chamber.” 

The National Council of Corporations was created by an act 
of March 20, 1930. It was made up of ministers and undersecre- 
taries in Mussolini’s cabinet, high civil servants, experts chosen 
by Mussolini, delegates of the Fascist Party chosen by the Secre- 
tary-General of the party, and about a hundred “delegates” of the 
employers, employees and professional classes. These “‘delegates’’ 
were “designated” according to fascist procedure, that is, the presi- 
dents of the confederations “designated” them, but Mussolini had 
to “ratify” them. Mussolini presided over the Council, was en- 
titled to modify its composition, drew up and could at any time 
change its docket, determined case by case the method of voting, 
and convoked and dismissed it at his discretion. The councilors 
had to be members of the Fascist Party, and as such were subject 
to the military discipline of the party. No document might be cir- 
culated among them, or considered by them, without preliminary 
authorization from Mussolini. The Council had only advisory 
functions and could deliberate only on the basis of texts compiled 
by a committee appointed, case by case, by Mussolini. The pro- 
ceedings of the Council could not be reported by the press unless 
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Mussolini so allowed. In other words, the Council was devoid of 
any legislative powers: one more wheel in fascist bureaucracy. 

From 1930 to 1932 it was convoked only a few times and its 
advice asked on technicalities of minor importance. All the rele- 
vant legislative measures were decided upon by the Grand Council 
of Fascism, the cabinet, the directorate of the party and, in the last 
resort, by Mussolini and his private advisers, as if the Council 
of Corporations had not existed. Since the end of 1932 the Council 
has never been convoked. 

Thus the announcement in 1933 that a paralytic Council of 
Corporations might supersede a paralytic Chamber of Deputies 
was merely one of Mussolini’s usual jests. At any rate, his an- 
nouncement opened the floodgates for a torrent of speculation as 
to when and how the change would take place. On October 28, 
1934, a judge of the Supreme Court issued the following solemn 
and judicious warning: “All prophecy becomes useless and out of 
place, since the solution of the problem is entrusted to the in- 
fallible genius of the Duce. One thing is certain: the parliamentary 
system has gone forever. And it is well not to forget that the credit 
for giving it its death blow must go to Fascism” (Corriere della 
Sera, October 30, 1934). 

Meanwhile, by an act of February 5, 1934, a new set of institu- 
tions came into being, the so-called corporations. These are twenty- 
two in number. In each of them are assembled the producers of 
raw materials, the producers of the finished products, wholesale 
and retail merchants, clerks and workers. For instance, in the Cor- 
poration of Paper and Printing are included the manufacturers 
of paper, publishers, authors, booksellers, newspaper men, owners 
of printing presses and clerks and workers in all these trades; in 
the Corporation of Building and Public Works will be found the 
producers of lumber, bricks and cement, builders, realtors and 
workers. Each corporation, like the defunct National Council of 
Corporations, consists of cabinet ministers, high civil servants, 
experts, delegates of the Fascist Party and delegates of the em- 


ployers, employees and professional classes. All of them are chosen 
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either by Mussolini or the Secretary-General of the party, or are 
“designated” by the national directors of the trade organizations 
and “‘ratified’’ by Mussolini. Of course the president of all the 
corporations is Mussolini, the vice-presidents are designated by 
Mussolini from among the delegates of the Fascist Party, and the 
corporations are subject to the same rules as was the defunct Na- 
tional Council, that is, Mussolini fixes the time and subject matter 
of their discussions, formulates their decisions, determines their 
method of voting and decides whether their discussions and de- 
cisions are to be kept secret or communicated to the press. 

According to Mussolini’s speech of March 25, 1936, the Chamber 
of Deputies shall be replaced not by the defunct National Council 
of 1930-32, but by the general assembly of all the twenty-two cor- 
porations, which shall be called the “Chamber of Fasces and Cor- 
porations.” It is easy to guess that a “national election” will be 
ordered to ratify this “chamber” after its members have been 
“designated” by Mussolini and his intimate advisers, and that 
Mussolini and his propaganda agents will go on claiming that the 
“present government in Italy may be described as popular dictator- 
ship because the powers have been conferred upon Mussolini by 
popular will.”? 


1For more detailed information on the National Council of Corporations and on 
the corporations the reader may consult Under the Axe of Fascism, as cited above, 
chs. 14-16. 

*Villari, L., “Economics of Fascism” in the volume by G. S. Counts, L. Villari, 
M. C. Rorty, and N. D. Baker, Bolshevism, Fascism and Capitalism (New Haven 


1932) P. 204. 
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WARE, CAROLINE F., and MEANS, GARDINER C. The Modern 
Economy in Action. New York: Harcourt Brace. 1936. 255 pp. $1.60. 


The idea of this book appears to me especially timely. The authors 
confront the smoothly working economic order, as it is supposed to 
function according to classical doctrine, with the present-day economic 
disturbances. They approach the “modern economy in action” in a 
theoretical and yet realistic manner, their goal being to pave the way 
for economic reconstruction. The book is written in understandable 
language; it is popular in the best meaning of the word. 

For this discussion I wish to concentrate on one explanation given 
by the authors as to why the classical price mechanism has failed in the 
modern economy. Although this one argument is supplemented by 
others, I regard it as the backbone of the authors’ theory. The factual 
basis of the argument consists in Means’ well-known statistics! which 
show that in some industries (for example, agricultural implements, 
motor vehicles, cement, iron and steel) the depression resulted in only 
slightly decreasing prices, while production dropped radically; that in 
other industries (for example, food production, textiles, leather, 
petroleum) the opposite occurred: prices dropped substantially while 
production was curtailed only slightly. The first group comprises the 
industries in which Means found the big corporation as the prevailing 
form of business organization. Thus he concludes that big business 
replaced flexible exchange prices by ‘‘administrative prices,” which are 
rigid. Rigid prices, however, result in flexible production—in curtail- 
ment of production and unemployment in the depression instead of 
falling prices with steady production and employment. 

Three questions could be raised concerning this argument. First, 
for some of the goods under consideration, such as agricultural imple- 
ments and motor vehicles, it is very difficult to construct a reliable 
price index because the quality of the goods changed so much during 
the period in question. This objection, however, probably cannot ex- 
plain the whole difference, and moreover it does not refer to the other 
products, such as cement, iron and steel. 

Second, in some instances in which prices dropped radically rigid 
supply conditions (in agriculture and partly in petroleum production) 
must be regarded as the primary cause of maladjustment. And yet there 
is no doubt that in some industries the relatively high price level could 


1Cf. Industrial Prices and their Relative Inflexibility, 74th Congress, ist Session, 
Document no. 13 (1935) - 
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be sustained only because of the restricted competition prevailing in 
these branches. It is questionable, however, whether these price rigidi- 
ties can explain alone or predominantly the radical curtailment in the 
quantity of production. Even a monopolist would keep prices high only 
if a decrease in prices would not correspondingly stimulate production. 
The management of big business is in itself no reason for keeping 
prices high; on the contrary, overhead costs make it advantageous for 
big business units to maintain a high operation rate even at lower 
prices, if there are no other offsetting elements in the calculation. I 
assume that these other elements are to be found in the special demand 
conditions for these products. They all belong to groups for which the 
demand may be characterized as postponable. The demand for pro- 
ducers’ goods used for investments or replacements and the demand for 
durable consumers’ goods are relatively postponable as compared with 
that for goods, such as food and textiles, which meet current demands. 
It is obvious too that in a depression the demand for new cars, for 
example, is more flexible than the demand for gasoline, which is used 
also for the old cars. This explains why the demand for these products 
reacted so little to price decreases, even though they are usually re- 
garded as having an elastic demand. In technical language it could be 
said that in these instances the downward shifting of the demand curve 
outweighs the movement along the slope of the demand curve in a 
deflationary depression, and the demand curve for these postponable 
goods moves downward much more drastically than the curve of goods 
for which demand depends on the spending of current income. ‘Thus 
monopolistic or quasi-monopolistic supply conditions may explain why 
it is possible to sustain relatively high prices in these industries. Only 
by considering the demand conditions, however, can it be explained 
why it is profitable to sustain high prices and why the quantity of pro- 
duction and employment dropped so radically in these industries. 

Third, regardless of whether this phenomenon is sufficiently inter- 
preted by the authors, their generalization about this depression ex- 
perience seems to be questionable. They speak of the “restrictive ten- 
dencies” inherent in the new economy and minimize the dynamic 
tendencies of capitalism as “episodic expansion.” I believe that the 
phenomenon which the authors take for their point of departure has 
very little to do with long run developments. It indicates the instability 
of our economic system and explains the self-accelerating process of 
deflation once a depression is started. 

This criticism, however, does not refer to the other disturbing factors 
that are mentioned by the authors; it also does not impair their general 
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thesis that a consistent system of government intervention is needed in 
a period in which the technical and sociological presuppositions for 
the classical scheme no longer exist. 

GERHARD COLM 


BATES, ERNEST SUTHERLAND. The Story of Congress 1789-1935. 
New York: Harper. 1936. 468 pp. $3. 

It is among the striking peculiarities of the United States that the 
public press completely ignores the oratory of Congress, while in Euro- 
pean democracies and constitutionally governed monarchies the news- 
papers elaborately if not impartially reflect the debates of the national 
legislatures on great and petty issues and members of the various 
houses need not trouble the mail in order to reach their constituencies. 
Indeed, the oratorical display of the United States Congress is buried 
as deeply as any historical fact can be, ten or fifteen volumes of con- 
gressional records year after year forming a vault safer against any 
comprehensive resurrectional outrage than the graves of Egyptian 
kings in sanded pyramids (the sand being most ingeniously supplied 
by unspoken speeches promiscuously stuffed into the genuine reports) . 
Has now a bold explorer come and unearthed the well preserved 
mummies? The splendor of speeches as a whole remains where it was, 
in the grave. Over scores of pages there is no verbal quotation at all 
in this history of Congress, and when there is quotation it is restricted 
to a few lines, in no case filling as much as a single page. “It is evi- 
dent,” says Mr. Bates, “that an adequate history of Congress would be 
a life work. And when one had finished it, he might have serious 
doubts whether his life could not have been better spent.”” This modest 
confession is hardly meant to explain a procedure which seems to have 
been deliberately adopted for the better balance of the whole. 

Nevertheless this report is a kind of revival. The account proceeds 
from year to year under headings running from The First Congress, 
The Second Congress and so on to the Seventy-Fourth. The short- 
comings of such prosaic enumeration are adroitly offset by the chapters 
in which the biennial periods are combined, i.e., the Federal Founda- 
tion (1789-1801), Jeffersonian Democracy (1801-1829), Jacksonian 
Democracy (1829-1845), Compromise with Slavocracy (1845-1861), 
Overthrow of Slavocracy (1861-1877), Industrial Capitalism (1877- 
1901), Era of Reforms (1901-1921), Finance Capitalism (1921-1933) ; 
The New Deal (1933-?). Each of these chapters is concluded with a 
well rounded summary. Events develop gradually, however, in the 
formal course of the brief congressional periods and thus a picture 
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takes shape which in many cases is truer to life than any other kind 
of description would be. Personalities emerge long before their names 
become famous, striking the reader with their unexpected presence. 
The passing of members from the House to the Senate and back, from 
the speakership to the floor or vice versa, their arrival in youth, 
growing older and final vanishing, their successes and failures—of all 
this the book imparts strangely colorful experiences, sometimes very 
lively, sometimes indeed touching. The great historical controversies 
are well presented, with few but judiciously chosen verbal quotations. 
So likewise are the wrangles about formal and personal issues, such as 
the speakership and patronage, and the numerous scandals and ob- 
structionist machinations. The great historical line is always excel- 
lently kept in view, and many critical and admonitory remarks, par- 
ticularly in the last chapter, deserve attention for themselves regardless 
of the political standpoint of the author or the reader. 

The book constitutes a worthy contribution to the forthcoming one 
hundred and fiftieth anniversaries of the Constitution and of Congress. 
It is besides a valuable reference volume which as far as the Congress 
is concerned will often serve more quickly than the standard works on 
general history. 

ARNOLD BRECHT 


STRAUSS, LEO. The Political Philosophy of Hobbes. Oxford: Clar- 
endon Press. 1936. 170 pp. $3.50. 

This book, written by a German scholar, author of a study on 
Maimonides and of one on Spinoza, is a keen and original analysis of 
Hobbes’ political thought, viewed in relation to traditional philosophy 
and to the development of modern science, although considered inde- 
pendent of both. The author’s aim is to bring out Hobbes’ original 
outlook on men and life, and to show its basic importance in the forma- 
tion of modern political thought. He vindicates Hobbes’ modernity 
by stressing and developing the idea that in Hobbes’ philosophic sys- 
tem traditional natural law as an objective rule is transformed and 
divided into subjective rights which have their origin in the human 
will. Hobbes’ principle of right treads a middle way between purely 
moral and purely natural principles, between the ideal of goodness and 
that of material pleasure. 

Hobbes’ moral world is a world of ceaseless struggle, for his phi- 
losophy does not admit the possibility of a state of repose. Men strive 
for precedence, they fight against evil, their motive is vanity (which 
becomes later in the philosopher’s mind sheer competition) . Human 
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desire is limited not by the knowledge of good, but by the fear of 
evil; the supreme evil is death. Men need companions in life in order 
to protect themselves, not, as Spinoza said, “to help other people and 
to join them . . . in friendship.” Human consciousness is the con- 
sciousness of danger, and starts in the relationship between servant 
and master, the servant being the embodiment of the first stage of con- 
sciousness. Hobbes’ morality is founded not on generosity, but on man’s 
natural distrust. 

Hobbes’ theory of the natural state, which is monarchic, as dis- 
tinguished from the artificial state, which may be democratic, aristo- 
cratic or monarchic, represents his final opinion on the subject; orig- 
inally he considered democracy as the primary form of the artificial 
state. Dr. Strauss asserts that it would be a mistake to believe that 
Hobbes originally preferred monarchy because of its natural origin. 
Hobbes’ earliest political philosophy is in favor of patrimonial mon- 
archy and democracy. Following Thucydides, whom he called “the 
most politic historiographer that ever writ,” he ascribes to democracy 
the motive of hope, and to aristocracy, or the older natural state, patri- 
monial monarchy, the motive of distrust. 

The relation between philosophic precepts and historical examples 
is analyzed closely and vividly described. Philosophy gives the norms, 
but the effectiveness of the norms is often doubted. Hobbes doubts it; 
he does not believe that good men obey precepts; he does not believe 
in the power of norms nor in the power of reason. Prudence is to be 
reached through history. Hobbes does not seek any philosophical utili- 
zation of history in the manner of Bacon or Bodin, but he conceives 
a new kind of political philosophy which will be an intelligent substi- 
tute for the “receipts” of history, a political philosophy which is his- 
torical because it does not assume any established order, but envisages 
order as the end of a process. History, in so far as it is the past, is 
rejected, and so also is the traditional morality of obedience. Hobbes 
does not recognize any eternal order; he is concerned only with the 
behavior of men. He studies the passions, seeks the motives, discovers 
that vanity blinds men, fear enlightens them; fear becomes for him 
the motive for right planning and for right execution. Fear, which is 
irreconcilable with the aristocratic virtue, honor, is in accordance with 
the virtue of prudence, compels prudence. “This attempt to give a 
foundation to utilitarian morals by having recourse to a force which 
imperatively compels prudence, is the peculiarity of Hobbes’ political 
philosophy.” ‘The less men dare the better; man is exposed by a chaotic 
nature to danger; each individual is at the mercy of the others; they 
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must defend themselves and utilize nature. Dr. Strauss calls Hobbes’ 
political philosophy “‘nothing other than the progressive supplanting 
of aristocratic virtue by bourgeois virtue.” 

After this accurate if not entirely convincing description of Hobbes’ 
new morality, which aims at life as opposed to the Aristotelian happi- 
ness, which is interested in progress as opposed to the Aristotelian 
repose, the author devotes a final chapter to Hobbes’ new political sci- 
ence. Hobbes, who considered reason in itself impotent, thought that 
by using the method of mathematicians politics could be reduced to the 
infallible rules of reason. Science would reveal to man the obligatory 
aims of his actions which cannot rest on any idea of the good and fitting. 
Distrusting words as Plato did, Hobbes likewise opposes to the prob- 
lematic nature of speech the exactness of mathematics. But while Plato 
asserts that truth can be discovered only through dialectics, Hobbes 
demands a norm of reason in accordance with the passions. The Pla- 
tonic antithesis of reason and passion is by Hobbes transformed into 
the antithesis of fear and vanity. Plato finds exactness in the reliability 
of the standards; Hobbes finds it in unconditioned applicability. Politi- 
cal philosophy becomes the work of technicians; natural morals become 
artificial morals invented by sovereignty; all standards of orientation 
are given up. According to Hobbes the basis of morals and politics is 
not a law but a right, the right of nature. The reason of one or more 
individuals is arbitrarily made the standard reason because all men 
are equally reasonable. Dr. Strauss sees here the break with rational- 
ism which characterizes all modern thought, and the leading way to 
formal ethics and relativist skepticism. We find in Hobbes the denial 
not only of the over-estimation of courage but of the virtue character 
of courage; a!so the exclusion of the good reason in favor of the neces- 
sary reason, the necessary reason par excellence being death. The con- 
ception of nature which underlies Hobbes’ political philosophy is dual- 
istic—man against nature; but his naturalism, less consistent than 
Spinoza’s naturalism—in Dr. Strauss’ words—admits a natural right 
for only one passion, the fear of death. The most urgent task for an 
exact analysis of Hobbes’ political philosophy is, according to Dr. 
Strauss, the elaboration of Hobbes’ conception of nature. 

Such a study might explain all the contradictions which can be 
found in Hobbes’ system of thought. But after reading this pene- 
trating analysis of that thought one welcomes the contradictions as an 
evidence of its richness and as a challenge to its interpreters. Dr. 
Strauss proves to be worthy of the challenge. 


Max ASCOLI 
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